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This article is based on 150 personal shopping evaluations. The 
survey was conducted in the spring of 1956 by a committee of 
graduate students of the New York University School of Retailing 
as a part of their training in retail research. The committee mem- 
bers included: Eberhardt Buehler, John Gallagher, Datha Lauber, 
Morrison. 
by Dr. Ellsworth. The committee supervisor was Katherine S. 


The study was directed 








What happens to a customer from 
the time that she is drawn into a store 
by an advertisement until, at the point 
of sale, she makes her decision to pur- 
chase the advertised merchandise ? 
Has the store provided clear directions 
for her to find the merchandise? Does 
the store offer adequate selections of 
the advertised merchandise? Does the 
customer receive satisfactory selling 
service before making her decision? In 
short, how well does the store tie-in its 
advertising, window and interior dis- 


ight, 1956, New YorK UNIVERSITY 


play, and personal selling in order to 
effect good service for the customer? 
These and other questions highlight 
a personal shopping study made by a 
committee of graduate students of the 
New York University School of Re- 
tailing. 


Conduct of Survey 

The study consisted of 150 personal 
shopping evaluations in six major New 
York metropolitan department and spe- 
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cialty stores. The number of shoppings 
in each store was determined by its 
annual sales volume in relation to the 
annual sales volume of the group as 
a whole. 

Advertisements were taken from six 
New York daily newspapers and no 
shoppings were conducted more than 
two days after the ad had appeared in 
the paper. Shoppings were spread over 
the days of the week and the hours of 
the day. 

The stores participating in the sur- 
vey advanced the necessary funds with 
which to shop and arranged for the 
return of all purchases. The price of 
the items shopped ranged from 41 cents 


to $41.15; the average purchase was 
$6.34. Ads covering clearance mer- 
chandise were disregarded by the shop- 
pers. 

In addition to determining the 
amount of co-ordination between ad- 
vertising, display, and salesmanship, 
the purpose of the study was to provide 
practical research experience for the 
retailing graduate. 

The findings of the study are pre- 
sented in two parts: (1) display and 
(2) personal selling. They are pre- 
sented in tabular form in order to fa- 
cilitate concise and easy reading for 
the retail executives. 


PART I: DISPLAY 


1. Generally, the stores did not dis- 
play advertised merchandise in 
street windows . . . 


Store Yes No 
Bees otis near —%o 100% 
Mi tearuess sanmeee — 100 
iCute sarean na eem 8 92 
Pi enks sa dnw ee 8 92 
UA oe 3 97 
RRP ay eres Mirae 4 96 
WE Ase teoecbaess 4% 96% 


3. . . . however, advertised mer- 
chandise was displayed in the 
department where sold. 


Store Yes No 
RE Pape ae 92% 8% 
| BE eer rere 90 10 
Rtas: beens ace eh 100 
iP) Sa cciwene teen 76 24 
_ APE eer ser a 93 7 
Bi Gateenn eee 100 — 


nN 
= 
No) 
tS 
RV 
oo 
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2... . nor did they display it in 


other departments of the 
stove... 


Store Yes Vo 
Eee tree —IJo 100% 
IES rere eee are —- 100 
JSS Serre terrae ~ 100 
| BOSE Se 4 96 
NE ee eee 10 90 
fee Pee - 100 
BA 65 Foe oo avis 3% 97% 


4. 4in 5 advertised items displayed 
in the selling department carried in- 


formative signs... 


Store Yes No 
Mins cine ks pan 100% —% 
eae er eas 39 61 
ee eee ee 92 8 
Lee Per a eee 76 24 
nae See 93 7 
ER eee 80 20 
| ey 82% 18% 
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5. . . . and practically all depart- 
mental signs included price of item. 


Store Yes No 
ae y eee 100% —% 
RE Peres 72 28 
ssh vo awemees ss 100 - 
Bas a < beeen ue 20 80 
cd kala ons oaks 100 -- 

PO ceudadeharwaies 100 — 
Pe vcs edtesaenn 94% 6% 


6. Of the advertised items displayed, 2 in 5 were shown in full range of 
colors and sizes. 


Full 
Full Range 
Range Color, 
Full Full Color Size, 
1 or 2 Range Range and and 
i Store Samples Color Sizes Size Style 
RT ne ee 36% 9% 9% 36% 100 
oe ER ry ener rier 35 35 6 24 -- 
ge ae 4 eee e o-e ee 6 eee 13 21 8 58 = 
| Se, Sepp ee ee ee 47 15 oo 38 == 
Be ete e NES ot ieee a ee ote 35 11 8 42 4 
RPI ses late we stmina shea ah 28 16 16 36 4 
ERC eons er 32% 17% 8% 40% 3% 


7. In 1 in 5 instances, the stores did not back advertised items with adequate 
merchandise offerings. 


Inadequate Merchandise Offering _ 
(No Merchandise, or 2 Samples, Not Fully Covered) 
—E 





Matis Same Day One Day Two Days 
Store Offering Total as Ad After Ad After Ad 
eee emer cr wo 68% 32% 4% 4% 24% 
BP eet ett Lee ys cee we 75 25 5 10 10 
Mer te nts Se nareecueteees 84 16 12 4 —~ 
Ee Bika oueehs aee See 92 8 — 4 4 
DR eee peer 80 20 20 — -_ 
Zee ere eta epee 68 32 + —- 28 
ear eee 78% 22% 8% 3% 11% 
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PART II: PERSONAL SELLING 


8. There were unoccupied sales- 
people in almost 1% of the depart- 


ments carrying advertised 


merchandise. 

Store Yes No 
EA rere eer 54% 46% 
Bee eg, i Oe ie 32 68 
i lk ne SO oe 48 
Se eeperes 56 44 
| SER erp e 73 27 
Fag Ae ce tee et 54 46 

| Se eerie. 45% 


9. In 4 in 5 instances a salesperson 
approached the customer 
immediately .. . 


Store Yes No 
A eee oe 92% % 
aes 75 25 
yg ea eee 64 36 
SPECS eo Meekeee eae. 84 16 
Re ies nen roma 80 20 
See 76 24 

ne 79% 21% 


10. . . . and usually greeted him with, ““May I help you?” 


~ No 
Store Greeting 
FP: eae 24% 

Ears si) saa heat Ai os me 15 
Rte stp aalearks Sacre a 40 
Reese tera cena name 12 
MD a Sede len ea Minin ccue 30 
RS re ee Ree ee 24 

RN PS bet resent ae hee ee 24% 


11. Salespeople were generally 


courteous. 
Store Ye \ Undecided 

+ Re aA ga ape 84% 8% 8% 
_ eee A 95 5 — 
(SAR Ee er 64 4 32 
| A se 92 4 4 
I eeeeeeeseces SO : 7 
F Tr LTC TTY. 76 - 24 

| ee eee 83% 5% 12% 


“May “Are You 

Being 
Help Waited “Yes, 
You?” on?” Sir?” Other 
52% 12% 4% 8% 
60 — -- 25 
36 4 4 16 
64 — 4 20 
60 — 3 7 
44 -~ 8 24 
53% 3% 4% 16% 


12. A big majority of the sales- 
people were informed about 
advertised merchandise . . . 


Store Yes No 
| OO ee ae 96% 4% 
Presi nis Ai aet 100 — 
SF Per Per ee 100 a 
| Sey eee eee ts 68 32 
Oe eee 90 10 
ek eb hsuee eee 92 8 
Be Gad tae els 91% 9% 








Fa 
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13... . and 15 in 16 knew of lo- 
cation of advertised merchandise 
in department. 


Store Yes No 
A Poaeesew ene eae ae 96% 4 vii 
Pe ce Se aa ee 95 > 
BP eedcereteeabes 100 i 
Re Ne SE Ss Seis 92 8 
tL AA ger ee oie 90 10 
Ds oa seb osemtes 92 8 

ER 94% 6% 


15... . nor mentioned .specific 
merchandise features in the 
advertisement .. . 


Store Yes No 
es xe te SR cer Y 46% 54% 
DASA er ee 68 32 
Se osaseee eee ae 68 
ge Se ee 48 52 
Daoist oe ener 47 me 
ath err 40) 60 
WE Son Cade bew scene 46% 54% 


17. .. . however, 4 in 5 sales- 
people were able to answer ques- 
tions about the merchandise .. . 


Store Yes No 

eer re ee 88% 12% 
Er eee Cee 79 21 

Rt ie cts ts sioner 80 20 

LSE eee 88 12 

eee eee 87 13 

a eee 68 32 

PEN aea nce ees sa% 84% 16% 
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14. Salespersons generally neither 
encouraged the customer to 
handle merchandise . . . 


Store Yes No 
ERY. eo can ees 42% 58% 
P tekvctveeey pen 63 37 
RS ONS seca be ie 68 
Poh screaedeeenthe 48 52 
Be Weintaws oereaeens 30 70 
ee er 20 80 
PO as Svc ocak as 38% 62% 


16. . .. nor volunteered to cus- 
tomer information about mer- 
chandise ... 


Store Yes No 
BR ss erate ace as 42% 58% 
CE TES EOE KY 63 
Reet Caserta 12 88 
Pee eae tae 36 64 
Ry ca cock ieee. cee 67 
Po niece eter ent 40 60 
PE Naess Centas See 67% 


18... . andto overcome customer 


objections. 

Store Yes 0 
=, oa cee meee Gre 88% 12% 
Pls Uae wees ees 95 
OO Pitan es anon 72 28 
EP Go's bog ace Greta 96 3 
| ee Po tec Arm 84 16 
rere ee ere 76 24 

OE eaten recy 85% 15% 
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19. Few salespeople either sug- 
gested additional merchandise 


to customer... 


Store Yes No 
ig PC er 4% 96% 
ee os he Sepa 21 79 
SOG hove cbs sean 8 92 
Lee re 12 88 
Bake i s5.0sencu ane 13 87 
M Ubissbexgees ree 4 96 
BR ss sn.rkereen 10% 90% 


21. The salespeople generally failed 
to count change back to the 
customer .. . 


Failed to 
count Counted No 
Store change change Change 

1 ESS eee 67% 21% 12% 
Bee eas 83 11 6 
SS Fit wee asks 36 60 4 
| eee 68 24 8 
ea 60 30 10 
| es, 70 26 4 

| Serres 63% 30% 7% 


20. . . . or attempted to 


“trade-up.” 

Store Yes No 
Se ae: —IJo 100% 
| ere ee 10 90 
ree eee re 8 92 
_ EE Pres -- 100 
pss Keele de ve’ — 100 
i? are re 4 96 
OI os 5s 59 ose bale 3% 97% 


22... . although they did suggest 
that the customer carry merchan- 
dise home. 


23. They closed the sale with 
“Thank you.” 


“Thank 

Store You” 

ae ee 84% 

me £2064%45% 85 

a ea cc et ue 76 

| Se eee 88 

Sa 83 

rer 80 

Os os ae 83% 


“Take 
Handed “Take It 
It to or twith 
Store Shopper Send?” You?” 
Bete sae hd 92% —% 8% 
eee 61 11 28 
SP ore 100 _ = 
eee Ss etek G 72 8 20 
eee 93 — 7 
BNE eke aa 83 oo 17 
| ee 85% 3% 12% 
None Other 
12% 4% 
2 10 
16 8 
8 4 
7 10 
16 4 
11% 6% 
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Findings 


The findings of the study indicate a 
lack of co-ordination among the activi- 
ties of advertising, display, and selling 
departments in one fifth of the shop- 
ping instances. The most significant 
finding is the gap between the adver- 
tisement and the assortment of goods 
that actually exists in the department. 

Generally, whether the ad _ was 
shopped on the day of its appearance 
in the paper, or was shopped a day or 
two later, in one fifth of the cases the 
merchandise was not found in adequate 
supply. Many advertised colors, sizes, 
and styles, for instance, were not in 
stock. When one shopper requested an 
article of wearing apparel that was ad- 
vertised, he was informed that the mer- 
chandise was not available for immedi- 
ate sale, but could be ordered. The 
color that he wanted was not even 
represented in the model stock. The 
advertisement had not specified that 
orders were to be taken from the floor. 

Here are the shoppers’ comments 
that describe the merchandise assort- 
ment situation. 

The merchandise was not dis- 
played in the department. The 
section manager made a phone call 
and said that the merchandise was 
not advertised by —. Upon show- 
ing him the ad, he made a second 
call. He suggested that I come 
back in thirty minutes. When I 
returned, the section manager said 
that he had searched the depart- 
ment and could not find the mer- 
chandise. He called the stockroom 
and located the goods. The mer- 
chandise was brought to the de- 
partment and given to a salesper- 
son. There was one box and one 
size of the advertised merchandise. 
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I stopped at the first counter in 
the department. The salesperson 
informed me that the advertised 
merchandise did not go on sale 
until tomorrow. On stopping at 
another counter in the department, 
another salesperson told me that 
the stock of advertised merchan- 
dise had been completely sold out, 
and that they did not expect any 
more. 


The sale was not completed be- 
cause the salesperson did not have 
the size that I asked for. There 
were only a few articles there. 
She said that they had not come 
in as yet, but she wanted to take 
my order. 


Salesmanship 


Although good salesmanship was not 
prevalent throughout the shopping 
evaluation, a few comments of the 
shoppers indicate that some salespeople 
are doing a selling job: 

Good sale—salesperson was po- 
lite and efficient—volunteered 
merchandise information—an- 


swered objections _ intelligently. 
Suggested related item. 


The salesperson knew her ma- 
terials, how they were woven, and 
the fashion importance. She did 
not stand and wait for the coat to 
sell itself, but pointed out the fea- 
tures and the advantages. She was 
a good saleswoman. 


The study indicates that the sales- 
people were informed about the adver- 
tised merchandise, but a gap appeared 
in the lack of actual salesmanship. The 
salespersons were adequate to the ex- 
tent that they performed the mechanics 
of the sale, but beyond that point their 
performances left much to be desired. 
For example, the approach was imme- 
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diate, the salespersons were generally 
courteous, they counted the customer’s 
change, and closed the sale with 
“Thank you.” Beyond the mechanical 
stage of selling, a vacuum seemed to 
develop. In the majority of cases, once 
a salesperson had identified the adver- 
tised merchandise, the selling was pas- 
sive rather than active. One shopper 
described a typical transaction : 
| had to ask a few questions to 
get the salesperson started on her 
sales talk. At first she just showed 
me the blouse, and left me to look 
at it. She returned to her stock 
that she had been arranging when 
I arrived. After I told her that | 
would take the blouse, she told me 
of some of the features of the mer- 
chandise which she could have 
effectively presented in her open- 
ing. She had ample opportunity 
to show me another blouse and to 
attempt to trade-up. However, she 
did not. She was courteous, and 
answered all of my objections. 


A majority of salespeople did not 
encourage the customer to try on or 
handle the merchandise in any way. 
As is evidenced by the tables in the 
findings (Tables 14, 15, 16), they also 
failed to volunteer information that 
would aid the customer in her selection. 
They were also weak in suggestive sell- 
ing and trading-up. These findings are 
supported by such shopper comments 
as: 

When asked if the coat was 


water repellent, she said “no.” 
There was a tag on the garment 


that said it was. 


. . . did not know material, and 
had to look for tag which stated 
that the material was poplin. She 
did not know what poplin was. 


Suggestive selling could have 


been introduced, as ad stated a 
matching petticoat. 


Conclusions 


From the findings of the study, it 
seems that stores are not realizing 
maximum sales from their dollar in- 
vestments in advertising and personal 
selling. The reason: lack of co-ordina- 
tion at the point of sale. All too fre- 
quently, the customer has to sell herself 

. in spite of the advertisement that 
has drawn her into the store and the 
salesperson who has been employed to 
serve her. 


Summary 


Similar studies have been conducted 
in the past by graduate students of the 
New York University School of Re- 
tailing in order to determine how stores 
tie-in advertising with display and 
other forms of sales promotion media. 

In an article, “Co-ordination of Ad- 
vertising and Supplementary Media in 
a Group of New York Department 
Stores,” ! it was concluded that “de- 
partment stores do not make maximum 
use of sales promotional media that 
contact the customer in the store; es- 
pecially, merchandise displays, posters, 
and informed salesclerks.”’ 

Seventeen years later, another article 
in the JOURNAL OF RETAILING, “Do 
You Tie-in Display With Advertis- 
conclusion 


ing??? corroborated the 


1 James L. McEwen, ‘‘Co-ordination of Advertis- 
ing and Supplementary Media in a Group of New 
York Department Stores,” JourNnat oF RETAILING, 
X, No. 2 (July 1934). 

2T. D. Ellsworth, “Do You Tie-in Display With 
Advertising ?”” Journat oF Retartinc, XXVII, No. 
4 (Winter 1951). 


(Continued on page 156) 
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Economic Characteristics of Retail 
Trade: Size and Volume’ 


JULES BACKMAN, D.C.S. 


Professor of Economics, New York University 





This is the first in a series of articles by Dr. Backman, Professor 
of Economics at New York University. Subsequent articles will 
deal with “Retail Labor Costs” and “The Local Nature of Chain- 
Store Operations.” The present article examines specific features 
of retailing inherent in the local nature of the operation and its 
relatively small size as compared to manufacturing or other 











industries. 
Retailing is the last operation in the mate consumer in_ limited 
distribution of the fabulous output of amounts and on a recurrent 
; ; basis. 
the enormously productive American : 
. 2. Retail stores usually are rela- 


production line. To assure that this 
flow of goods is taken off the market 
place, there are more than 1.7 million 
retail stores, and these are located in 
every city, village, and hamlet in the 
country. The main economic charac- 
teristics of retailing may be summa- 


tively small in size and volume. 
While some chain-store firms 
are very large, the average vol- 
ume of each individual store 
often is in line with that of in- 
dependent stores. The econo- 
mies of scale are not easily ob- 
tained in retailing, particularly 
in selling. 


rized as follows: a 
3. Retailing involves a number of 


i. 


Retailing is essentially local in 
nature. Regardless of the size 
of the store, its activities are 
centered on a relatively small 
area. This is inevitable because 
the basic economic function of 
retailing is the delivery of 
goods and services to the ulti- 


different types of stores and 
selling operations. These range 
from the limited-service store 
to the store with a wide variety 
of services. 

Retail volume is_ relatively 
more stable than volume in 
manufacturing industries. 
However, experience with re- 


* The statistical tables used in this article were 
prepared by Daniel E. Diamond, instructor in eco- 
nomics, New York University, and Marvin Levine, 


tail trade may vary widely de- 
pending on the type of prod- 





instructor in economics, Brooklyn College. 
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ucts sold. 
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5. Employment in retail trade has 
the following characteristics : 


a) Relatively stable employ- 
ment opportunities for the 
basic full-time staff 

b) A marked amount of sea- 
sonal employment 

c) A large number of part- 
time employees 

d) Employment of a_ large 
number of young and in- 
experienced workers 

e) Employment of a large 
number of women in some 
parts of the retail trade 

f) A relatively small percent- 
age of the employees union- 
ized. 


6. Retail wages are determined by 
local factors. . 
Wages average lower than in 
manufacturing industries be- 
cause machinery and equip- 
ment, “which extend the work- 
er’s hands” and increase his 
productivity, have not become 
as significant a factor in retail- 
ing; also because labor costs 
are relatively high and skill re- 
quirements are relatively low 
for many jobs. 

8. Payrolls as per cent of sales 
vary among retailing lines. 
Large stores often have the 
same or relatively higher pay- 
roll costs than smaller stores in 
the same lines. 


NI 
. 


Approximately one person out of 


every six employed in private industry 
works in retailing. Almost one eighth 
of the national income originates in 
retail trade. Total sales in 1955 ex- 
ceeded $185 billion. Since relatively 
little capital is required to enter most 
lines of retailing, thousands of new 
and close—each year. 





stores open 


Varied Types of Service 


Retailers provide every type of serv- 
ice a consumer may desire. Some 
stores feature cash and carry, while 
others provide credit and delivery, 
Stores featuring price appeal and little 
service exist alongside those that spe- 
cialize in various services. Some stores 
handle thousands of different products, 
while others may specialize in one or 
two. Some stores specialize in particu- 
lar lines (e.g., shoes, food, furniture, 
and so forth), others handle a diversity 
of products in more than one line. 
Some stores cater to special classes of 
customers, others deal in mass markets. 
Some stores are relatively large in size 
and volume, others are much smaller, 
Some stores are grouped together 
under a common ownership into chains, 
others are independent. 


Local Nature of Competition 


But despite these differences among 
retail stores, they have one thing in 
common. Their market ts local, and 
their customers are usually drawn from 
a relatively small geographical area. 
The retail store in New York City 
does not compete with one in Utica. In 
fact, in a large city, most of the stores 
in one locality do not compete to any 
significant extent with stores in other 
localities. Competition is among retail 
stores in the same small trading area. 

Retailing is primarily small business. 
A study by the United States Depart- 
ment of Commerce showed that 99 per 
cent of the retail firms had fewer than 
40 employees and 95 per cent had 
fewer than 15 employees in 1951. 


1 Betty C. Churchill, “Size Characteristics of the 
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Since many of the firms with more 
than 40 employees were multiunit 
firms, which had individual stores em- 
ploying fewer than that nun‘ber of em- 
ployees, it is probable that in terms of 
stores, fewer than 1 per cent have more 
than 25 employees. The United States 
Department of Labor estimated that in 
September 1953, 98 per cent of the 
retail firms had fewer than 20 em- 
ployees.” 


Employment Figures 


The United States Department of 
Commerce study compared the esti- 
mated employment per firm for various 
segments of the economy. As com- 
pared with every category of manufac- 
turing, as well as with other areas of 
the economy, retailing had the lowest 
cut-off point for the number of em- 
ployees in the top 1 per cent of firms 
measured by size. The Department of 
Commerce report concluded: “When 
defined in relative terms, the larger 
firms in all retail trade and service 
groups contain fewer employees than 
in any of the manufacturing indus- 
tries” (page 19). The total of 40 em- 
ployees as the cut-off point for the 
largest 1 per cent for retailing com- 
pared with 100 for all industries, which 
is heavily weighted by the inclusion of 
retailing. (In January 1951, 1,820,900 
out of 4,067,300 firms or 44.8 per cent 
of the total were retailing establish- 
ments.) For manufacturing industries, 








Business Population,” Survey of Current Business, 
May 1954, p. 20. 

2U.S.: Department of Labor, Materials on Cov- 
erage and Exemptions Under the Fair Labor Stand- 
ards Ac*, in Hearings Before the Subcommittee on 
Labor and Public Welfare, United States Senate on 
Amending the Fair Labor Standards Act of 1938, 


1¢ 


1955, Part 3, p. 1801. 
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the cut-off point for the largest 1 per 
cent was 650 employees. 

For the largest 5 per cent of firms, 
the cut-off point for retailing was 15 
employees as compared with 200 for 
manufacturing. For service industries 
and finance, insurance and real estate, 
the cut-off point also was 15 persons ; 
for other industries it was usually con- 
siderably greater. 

The study also showed the propor- 
tion of employment accounted for by 
firms with 500 or more employees. For 
retail trade in 1951, it was 25.2 per 
cent as compared with 43.9 per cent 
for all industries and 59.0 per cent for 
manufacturing. Only service industries 
(11.4 per cent), wholesale trade (16.1 
per cent), contract construction (13.2 
per cent), lumber and timber basic 
products (17.7 per cent), and apparel 
and other finished products (21.5 per 
cent) had smaller proportions than 
retail trade. In this comparison, too, it 
must be emphasized that the retail- 
trade firms employing more than 500 
employees usually have these employees 
working in more than one store, so that 
the average employment per store 
would be only a small fraction of this 
total, except possibly in the depart- 
ment-store field. For example, the 
United States Department of Labor 
study cited earlier reported that F. W. 
Woolworth had 2,021 stores in the 
United States and Canada, with a total 
employment of 95,000 or an average of 
less than 50 employees per store.’ 


Size of Retail Units 


Moreover, in terms of size of indi- 
vidual units, another United States De- 


3 [bid., p. 1794. 
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partment of Commerce survey con- 
cluded: 


In the case of department stores, 
the independents rather than the 
chains operate the largest indi- 
vidual stores. For example, ac- 
cording to Census data average 
sales per store in 1948 for chain- 
department stores with 11 or more 
units at about $2 million was less 
than half the similar average for 
independents. The extension of 
branch-store operation may serve 
to change this relationship in the 
future as stores now classified as 
independents enter the chain field.* 


When the distribution of retail trade 
is shown by size of firms, then a very 
large concentration of volume is shown 
for a small percentage of the firms. 
For example, the United States De- 
partment of Labor study includes a 
table which shows that firms with 100 
or more employees accounted for only 
Ve. of 1 per cent of the total number 
of firms and 39 per cent of the paid 
employees. Similarly, firms with 
$1,000,000 or more in annual sales ac- 
counted for “4 of 1 per cent of the 
firms and 44 per cent of the total num- 
ber of paid employees.® 

Volume of sales per store does not 
vary significantly with increase in num- 
ber of stores per firm. 

Table 1 shows the volume of sales 
per store in 1948 by firms with varying 
numbers of stores. On an over-all 
basis, the sales per store averaged 
$73,760 in 1948. Currently, the aver- 
age would be considerably higher as a 

4 Survey of Current Business, September 1953, 
p. 8 


5**Materials on Coverage and Exemptions Under 
the Fair Labor Standards Act,” op. cit., p. 1801. 


result of the increase in volume since 
that year.® 

The firms with more than one store 
have a greater volume of sales per 
store on the average than the one-store 
firms. The one-store firms had average 
annual sales of $57,147, while the 
multiunit firms averaged $237,873 in 
sales per store. However, the varia- 
tions among multistore firms are not 
very wide, except for the group with 
101 or more stores. For example, firms 
with 4 or 5 stores averaged $230,776 in 
sales per store. This was a somewhat 
higher average volume than for firms 
with 6 to 10 stores and those with 26 
to 100 stores. The firms with 101 or 
more stores averaged $364,326 in sales 
per store. While this was a higher 
average per store than for smaller 
chains, it presents a significantly dif- 
ferent and more meaningful picture 
than data that stress the concentration 
of sales in a firm. (See Table I.) 

When adjustment is made for the 
number of employees, the difference 
between larger and smaller firms be- 
comes even less significant. The Bu- 
reau of the Census reports data for the 
total number of employees including 
part-time, full-work-week employees, 
proprietors, and unpaid family workers 
in 1948. Table II shows that the rela- 
tive importance of proprietors and un- 
paid family workers to total paid em- 
ployees declines sharply as the size of 


6The 1954 Census of Business, Retail Trade, 
showed average sales of $98,594 per store (1,720,920 
establishments with sales of $169.7 billion) as com- 
pared with a revised average of $73,105 for 1948. 
Unfortunately data were not available at the time of 
writing to show a breakdown by multiunit categories. 
U.S. Department of Commerce, Bureau of the 
Census, 1954 Census of Business, Retail Trade, 
United States Summary, Preliminary Report, Janu- 
ary 1956, Series PR-1-1, p. 4. 
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Sales per Retail Store in 1948 Single Units and Multiunits 


Single Units Stores 
Operated by “one-store” firms...............-- 1,587,020 
Operated by “multistore” firms................ 19,865 
POU SE WHEE. 65.66 6 60s da eso sere ees 1,606,885 

Multiunits 
INNES 555 5 26S ENS Cd wie bwdekccehe Kee 57,547 
Bie MER xs coe Gia a ct aban hook cee eeawes 11,665 
Oe a Se ear ae ae 12,484 
epeeU RI 5 fie oS eS ee a ae 15,021 
NN MINES Core, 53125... VGralnc. 4 6 c.ceewaewelee Os 10,347 
SI Ee ee eee 11,371 
enero SUNOS oe les as dos voce eeedvavaed 44,220 
sme ONE 5 oo eke ven shee 162,655 
WEE lett woe osc eee eee yore 1,769,540 
PE da Blind nine ens near ees —- 
TABLE Il 


Sales 
(Milliens) 


$ 88,949 


2,880 


$ 91,829 


8,955 
2,692 
2,804 
3,802 
2,211 


2,117 


16,111 





$ 38,692 


$130,521 


155,609 
230,776 
224,584 
253,139 
213,705 
186,149 
364,326 


$237,873 


$ 73,760 


Relation of Proprietors and Unpaid Family Workers to Total, 1948 








T otal 
Proprietors 
Number and 
of Paid Unpaid Unpaid 
Employees Paid Family Family 
per Store Employees Proprietors W orkers Workers Total 
| rere ~ 736,341 512,697 1,249,038 1,249,038 
PP aes va tot 289,170 303,959 148,917 452,876 742,046 
1 ee 435,194 219,111 94,310 313,421 748,615 
a ee 447,327 142,566 56,052 199,618 646,945 
te re 754,408 154,750 58,097 212,847 967,255 
eo a 597,317 78,930 27,993 106,923 704,240 
ke eee 389,282 34,034 11,129 45,163 434,445 
Uh Sa 1,117,606 54,817 16,226 71,043 1,188,649 
2. ee 1,130,366 15,649 3,725 19,374 1,149,740 
TA Oe ii abate. 536,272 1,556 334 1,890 538,162 
fue or more...... 1,221,119 333 66 399 1,221,518 
i 6,918,061 1,742,046 930,546 2,672,592 9,590,653 


Fall 1956 


Proprietors 
an 
Unpaid 
Family 
Workers 


asa 
Per Cent 
of Total 
100.0 
61.0 
41.9 
30.9 
22.0 
15.2 
10.4 
6.0 
1.7 
0.4 
0.03 


27.9 











118 JOURNAL OF RETAILING 


the store increases. Thus, for example, 
stores with one paid employee had a 
total of 289,170 paid employees in 
1948; these same stores had 452,876 
proprietors and unpaid family workers. 
Stores with three paid employees had 
a total of 447,327 paid employees ; these 
stores had 199,618 proprietors and un- 
paid family workers. 


Sales per Employee 


Table III shows the sales per em- 
ployee for larger and smaller stores. 
For the purpose of this table, the pro- 
prietors and unpaid family workers 
have been added to the paid employees 
in order to derive average sales per 
paid and unpaid worker in the store. 


The data are useful primarily to indi- 
cate the relationship between stores of 
different size rather than as a precise 
measurement of sales per employee. 
This is so because the exclusion of 
part-time employees would overstate 
the sales per full-time employee, while 
the inclusion of part-time employees 
tends to understate the sales per full- 
time employee. Moreover, there is no 
precise measurement of the amount of 
time spent by part-time workers. 

One interesting point shown by 
Table III is the tendency for sales per 
employee on both bases to decline 
sharply for stores with 50-90 paid em- 
ployees and for those with more than 
100 paid employees. This situation 
probably reflects the fact that the larger 


TABLE Iil 


Sales per Employee and per Full-work-week Employee,’ 1948 


Number 
of Paid All Full-time 
Employees Workers Workers 
ult, Sere eee 742,046 664,941 
ES eee Ve Tre eee 748,615 644,072 
Netcare scue es as 646,945 551,324 
RE ss hab eka 967,255 821,844 
ge SRR ae 704,240 600,581 
Brass kes eaes 434,445 368,978 
ce it | SO rer 1,188,649 1,005,014 
rr ee 1,149,740 943,943 
<r 538,162 435,282 
100 or more....... 1,221,518 995,973 


7 Includes paid employees, active proprietors, and 
unpaid family workers. These are defined as follows 
by the Bureau of the Census: 


Patd employees. Paid employees consist of 
the number of employees, including salaried 
officers and executives of corporations, who were 
on the payroll for a specified work week. Data 
for the work weeks ended nearest March 15, 
July 15, and November 15 are included in the 
Retail Trade tables. 

Full-work-week employees. Full-work-week 
employees include employees, whether regular 
or seasonal, who, for a specified pay period, 
were paid for working at least the number of 
hours typically worked in a week by employees 
of the reporting establishment. All other em- 
ployees paid during that work week were re- 
ported as part-work-week employees. 


Total Sales omy 
Sales per Full-time 
(Millions) Worker Worker 
9,021 $12,157 $13,567 
9811 13,106 15,233 
8,927 13,799 16,192 
13,721 14,186 16,695 
10,305 14,633 17,158 
6,857 15,783 18,584 
19,009 15,992 18,914 
18,799 16,351 19,915 
7,848 14,583 18,030 
15,083 12,348 15,144 
Active proprictors of unincorporated busi- 
nesses. Active proprietors include owners or 


partners of unincorporated businesses who de- 
voted the major portion of their time to opera- 
tion of the business during November 1948. 

Unpaid family workers of unincorporated 
businesses. Unpaid family workers consist of 
the number of family members (wives, sons, 
daughters, etc.) who worked in the business 
during November 1948, but were not paid a 
wage or salary. Family workers paid a wage 
or salary are included in the count of employees 
and their compensation included in payroll. 

Source: U.S. Department of Commerce, 
Bureau of the Census, United States Census 
Business, 1948, Volume I, Retail Trade—Gen- 
eral Statistics, Part I, Washington, 1952, pp 
4.03-4.07, 14, 25 
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stores may provide their own ware- 
house facilities and transportation serv- 
ices, thus increasing the total number 
of employees and reducing the average 
sales per employee. 

In any event, except for the ex- 
tremes of stores with one or two em- 
ployees and more than 100 employees, 
the average sales per employee tended 


to be in a fairly narrow range. 


Comparison with Great Britain 


It is interesting to note that the tend- 
ency for sales per employee to vary 
only modestly as the size of the store 
is increased is not limited to this coun- 
try. A study of retail stores in Great 
Britain in 1950 showed a similar pat- 
tern. The data are shown in Table IV. 
For all retail trade, there were only 
small differences between stores en- 
gaging three persons and those engag- 


ing 100 and over in Great Britain. 
Sales per person were only 7.4 per cent 
more for the largest stores (100 and 
over) than for those engaging three 
persons and 5.8 per cent more than for 
stores engaging four persons. For 
grocery stores in Great Britain, the 
largest stores actually had fewer sales 
per person than did those stores em- 
ploying three or four persons. 


Sales by Type of Store 


Table V shows the sales per store 
for retail trade by kinds of business 
in 1948 and 1954. The automotive 
group, which accounted for over 17 
per cent of the total sales in 1954, re- 
ported the largest average sales per 
store with slightly less than $350,000. 
The next largest average sales per store 
in 1954 was the general merchandise 
group with about $235,000. This group 


TABLE IV 


Labor Efficiency in Retail Trade in Great Britain by Size of Shop. Measured 
by Employment. (Shops Other than Co-operative ) 


(In English pounds) * 


Establishments with Number of 
Persons Engaged 


penn INE Fo Sys ba vdnee SE Sop eb ens 
ee ae 
eee 
cE SEINE GS 5.0555 aries W934 ye-ne'oe 42 
Bn, er ree 
FD WORSE CANES 6 5 5 oss oo ce nes 
We AO 25 eres CHGREOG. foci cee sees 
Bo 0049 HEFSONS CHORE. 66665 oes c ccc nee 
10 99 PELTBOUS ENBABET.......c 226 cecicecece 
100 and over persons engaged................. 


Oe Se ae ee ne re ae 


8 Part-time employment counted as half full time. 
Source: S. Pollard and J. D. Hughes, “Retailing 
Costs: Some Comments on the Census of Distribu- 


Fall 1956 








All 

Retail Grocery 
oy eee aia 1,991 2,268 
re err ee re 3,307 2,417 
ee ere ee 2,548 
ih Hee alates ne ee 2,430 2,648 
pines 0490.04 53 eee 2,778 
ELT Sr 2,876 
eet eer 2,948 
isc cc hued sqeenen ae 2,508 2,821 
4 bro aa dota peatew be oukae eee 2,763 
TREE Tee Per 2,131 
POPE re re eT ery 2,692 


tion, 1950,” Oxford Economic Papers, VII, No. 1 


(February 1955), 75. 
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accounted for slightly more than 10 per 
cent of the retail sales. A similar pic- 
ture emerges for the general merchan- 
dise group in 1948. 

Table VI shows the average sales 
per employee by major kinds of retail 
trade in 1948. The variation in average 
sales per employee is very wide and is 
related to the nature of the product 


sold. It is interesting to note that aver- 
age sales per employee for the general 
merchandise group were $11,600 or 
one of the lowest averages in the table 
despite the relatively large volume of 
average sales per store. A comparison 
of Tables V and VI reveals little rela- 
tionship between sales per employee 


and size of the store. Sales per 


TABLE V° 
Average Sales per Store by Major Kinds of Retail Trade, 1948 and 1954 


; Sales per Store 
(in Thousands of Dollars) 





Kind of Business 1954 1948 
Ee ee ee as. sorts 5.65 64 bong Gbs Ss disi-o's4-9 000 S's 347.1 2335 
Un RNIN UTINNND ois, 5 Skee ccce yc cc cccecccccvcccccsccceces DOOD 214.3 
Lumber, building, hardware, farm equipment dealers................... 130.1 112.7 
I ee Re at cco waaay ses obo oo hms bee ee scecsscice 103.2 58.7 
Ee 93.7 72.0 
Furniture, home furnishings, appliance dealers...................2.005 93.4 78.4 
een MEI FRNUININE a'y sok oc ccc ceases cbetvoeecdevecccoceclé 92.5 84.6 
Sone ee 8, hs ciesusaeetelscese.ce& coeds’ 70.0 60.6 
Se III nis 555 5 ohio is a se eae cccccsceessccccwessvscciess 59.3 34.4 
ME SOs cai bens ode 6 iiele yee Wiss'se po des ees 40.9 30.8 


©1954 Census of Business, Retail Trade, op. cit., p. 4. 


TABLE VI 
Average Sales per Employee by Major Kinds of Retail Trade, 1948 


Sales per Emplovee? 


Kind of Business (in Thousands of Dollars) 
RI Ns ities eas Waka GN bss ti noib.e 0s dS Sok eS 35.1 
I OE ge ee, 5 eee 30.6 
Lamnber, batiding, hardware @roup...... 2.2.2.0... ccc scccnvceee LLY 
a RS PS ee Gera ay a eg ae ner earners 
NINE Cree Fo dig oa bo obi ek Go 2 Was 50h ee 5054 NS SONS 18.5 
TI eC LG EO sch GN Bice calil sens 0 de0aeseeeeuer 18.1 
Furniture, furnishings, appliances group....................-.-. 16.5 
I nS eR gig eatin ise Sele KG4 da Vib.s in sin vse bu dUu SESE 15.4 
NN 5 5k ce¥ dh dasa <i dee ceene oecaeey 15.3 
on ss re 13.4 
en | ne ee 11.6 
I eS oo occu aeab cine cnssssieeeeswaes een 8.1 
Se NE PN MUIR gobo Sek keds cacesctssessicsssdisse 6.9 


20 Includes paid employees, active proprietors, and unpaid family workers. 


(Continued on page 154) 
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The Pursuit of Profits 


GORDON B. CROSS, Ph.D. 


Member of Faculty, New York University School of Retailing 








In this article, Dr. Gordon B. Cross attacks the whining of those 
immature merchants who expect the privileges of a free economy 
without being able to accept its risks and responsibilities. He points 
out the confused reasoning behind the philosophy of “ought to be,” 
and shows how essential it is to accept the risks inherent in freedom 
if one is to succeed in today’s tough competition. 








A sure way for a retail executive or 
trade association official to attract at- 
tention is to make a speech or write an 
article declaring that his special seg- 
ment of retail distribution should have 
higher gross margins. Those making 
such declarations usually become very 
popular with others in the same field. 
If the scene is a trade association con- 
vention, the delegates may be moved 
to pass a resolution favoring higher 
margins before they adjourn. 

The desire to maximize profits is a 
fundamental motivating force in the 
free enterprise system. Retailers are 
in business to make profit, and the pur- 
suit of that profit, by all legal means, is 
natural and right. To the objective 
observer, however, the connection be- 
tween the pursuit of profits and the 
declarations favoring higher margins is 
not clearly defined. 
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Confused Reasoning 


It may be that those who originate 
such statements are issuing appeals for 
higher margins. If this is the case, then 
it is not made clear just who is ex- 
pected to answer the appeals. Higher 
margins can only be achieved by buy- 
ing goods for less or by selling them 
for more, or both. In either case, any 
merchant wishing to buy or sell at more 
advantageous prices has certain definite 
courses of action open to him. 

If the merchant is making an appeal 
to vendors to get them to sell their 
goods at lower prices, it is difficult to 
see why the appeal is ever made 
through the medium of speechmaking. 
If a merchant wishes to buy an item at 
a lower price, he is free to offer that 
price to the vendor. Or he is free to 
go to another vendor and make his 
offer there. The seller is free to accept 
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or reject the offer. When a buyer com- 
plains publicly, it is because his offers 
have been rejected. So he puts himself 
in the position of saying to the manu- 
facturer, “You have become more effi- 
cient than I have. You should accept 
less so that I can make more.” 

On the other hand, if this is an ap- 
peal to the customers for higher prices, 
the method chosen seems to be a 
strange one for accomplishing its pur- 
pose. When a merchant wants his 
customers to pay higher prices, he does 
not usually resort to speechmaking. 
Instead, he merely raises his retail 
prices in the time-honored method pro- 
vided by a free enterprise economy. Or 
could it be that the retailer fears that 
the customers might not have sympathy 
with his desires for higher margins? 
The higher prices might send the cus- 
tomers running to some more efficient 
competitor whose margin requirements 
are lower. 

But perhaps the speechmaker is hop- 
ing that his appeal will be heard by the 
lawmakers and that some magic law 
will be passed which will protect him 
from the more efficient competitors. 
If this be the case, the appeal is not 
likely to achieve its desired result. The 
lawmakers are becoming increasingly 
aware that they are working for mil- 
lions of customers who will no longer 
tolerate laws which protect competitors 
at the expense of competition. 


The “Ought-to-Be” Philosophy 


Now it may be that the declarations 
which favor higher margins are not 
intended to be appeals at all. Perhaps 
they are merely statements of the way 
things “ought to be.” If this is so, then 


they can be properly filed away with 
other such statements, which include; 
“There ought to be two chickens in 
every pot.” “There ought to be two 
cars in every garage.” “There ought to 
be pie in the sky.”” “Everyone should 
have whatever he needs, regardless of 
what he produces.” These and similar 
statements have been described as 
“ought economics.” They are at the 
bottom of some of the most dangerous 
thinking in the world. 

One concludes that the higher mar- 
gin advocate is unaware of the com- 
pany in which his “ought thinking” 
places him. It is not a group which 
would be likely to include many suc- 
cessful retail merchants. Or perhaps 
he is not fully aware that a free society 
is based on the principle that in order 
to receive more, one must produce 
more. Except for certain humane con- 
siderations, no segment of society is 
entitled to more than the returns from 
that which is produced by that segment. 
The only way in which a retailer can 
earn more profit is to distribute more 
goods at lower distribution costs. 

Sometimes the appeals or statements 
are supported with the argument that 
operating costs have risen, so therefore, 
margins should rise. This kind of argu- 
ment should be examined very care- 
fully. Historically, retailers have priced 
their merchandise by applying markups 
that are based, either directly or in- 
directly, on the costs of the goods. 
Therefore, whenever merchandise costs 
rise, the application of the markup re- 
sults in higher dollar margins, even 
though the percentage of markup re- 
mains the same or even decreases 


(Centinued on page 153) 
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Trends in Branch-Store 
Organization 


PAUL E. SMITH, Ph.D. 


Assistant Professor, General Business and Continuity Education, 
Michigan State University 








This article is based on a thesis completed in partial fulfillment of 
the requirements for the Ph.D. degree at the New York Umiversity 
School of Commerce. The project was under the general sponsor- 
ship of the Nattonal Retail Dry Goods Association. 








In a recent research study conducted 
by New York University School of Re- 
tailing, it was found that department 
stores have two basic concepts toward 
branch stores. If the branches are re- 
garded as outposts of the downtown 
store, they are generally small and do 
not carry full stocks. William Filene 
and Sons of Boston, Massachusetts, had 
this concept until the early 1940's. 
Their first branch stores were located 
in colleges and concentrated on filling 
the needs of university women. Filene’s 
has enlarged one of its branch stores 
eight times since it was originally es- 
tablished in the 1920's. The Halle 
Brothers Company of Cleveland, Ohio, 
had the same outpost idea but for a 
different reason. Their first branch 
stores replaced store representatives 
who had sold merchandise for the com- 
pany in their own communities. When 
the sales volume of the representative 
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looked promising, the company decided 
to build a branch of the parent store. 

The second concept considers a 
branch store as representative of the 
downtown store. This means that the 
brench store carries a full line of mer- 
chandise, although not as complete as 
the downtown store. The Northland 
branch of J. L. Hudson Company, for 
instance, has 485,000,000 square feet 
and an annual volume in excess of 
$45,000,000. Yet it is operated as a 
branch store. 


Branch Specialty Stores 


Between these two extremes (the 
outpost store with limited merchandise 
selections and a truly representative de- 
partment store) are many other branch 
stores that are neither fish nor fowl. 
That is, they are large specialty stores 
and yet are too small to carry a really 
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good representation of the merchandise 
offered by the downtown store. De- 
partment-store executives are consid- 
ering this situation in their planning of 
branch stores. In fact, the president of 
one department store said they might 
close their smaller stores because they 
were not worth the effort. It is inter- 
esting to note that branch-store plan- 
ning changes as one leaves the East 
Coast and moves toward the West. 
The East Coast is thinking in terms of 
smaller branch stores of 150,000 to 
200,000 square feet. The Middle West 
and particularly the West Coast de- 
partment stores would not consider 
building a branch of less than 200,000 
square feet. 

Size, of course, is relative to the 
downtown store, and it should be re- 
membered that the writer is referring 
to the large department stores that 
participated in this survey. Some down- 
town stores are building branch stores 
that contain 50 per cent of the square 
feet of the downtown store. All the 
department stores in the study whose 
branches were less than 100,000 square 
feet said they were too small. 

It is generally agreed by executives 
of department stores that a full-line 
branch store must have a minimum of 
150,000 square feet to be able to carry 
a representative line of the downtown 
store merchandise. Department stores 
also believe that if the branch store is 
to carry much selection of furniture, 
the branch store should contain at least 
200,000 square feet of space. 


Branch-Store Organization 


Department stores approach the or- 
ganization structure for branch stores 
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from two points of view. The first con- 
cept is based on the original idea that 
the branch store is an outpost of the 
downtown store. This results in the 
branch-store organization being closely 
tied in with the parent organization, 
the downtown-store executives having 
line authority and responsibility to all 
branch-store executives. The 
type of organization plan is that which 
provides for almost complete separa- 
tion of the branch-store organization 
from the downtown store. With the 
latter type of organization structure, 
the branch-store manager is the only 
person in the branch store who reports 
to executives in the parent store. 


second 


First Type of Organization 


The first concept of branch-store or- 
ganization is shown in Chart I. The 
branch-store manager reports to four 
vice presidents in the downtown store. 
Each vice president has authority and 
responsibility over his own function in 
the branch The branch-store 
manager is responsible to each vice 
president for that branch-store activity 
over which the latter has jurisdiction. 
Thus, the branch-store manager re- 
ports to the sales promotion vice presi- 
dent for advertising and display, to 
the merchandise manager for all activi- 
ties related to procurement of goods, 
to the treasurer on control and finance, 
and to the operations vice president for 
all operating functions such as person- 
nel, receiving, and marking. Depart- 
ment managers have the same position 
as an assistant buyer in the downtown 
store. They report to the downtown 
buyer on every phase of their work. 
However, in actual practice in stores, 


store. 
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they work with downtown-store buyers 
on sales promotion, merchandising, and 
control functions that pertain to mer- 
chandise. They are responsible to the 
branch-store manager on operating ac- 
tivities. Nonselling-department man- 
agers also report to the branch-store 
manager and the heads of the down- 
town departments that are affected by 
the work they perform in the branch 
store. 

From a good management point of 
view, there are so many things wrong 
with this type of organization that it 
seems ridiculous to discuss it. The 
branch-store manager is responsible 
for functions over which he has little 
or no control. Thus, he is expected to 
show a net profit in the branch store 
and yet does not have the authority to 
do anything about sales promotion, 
control of stocks, or merchandise car- 
ried by the branch. He has four supe- 


re 


rs, a practice contrary to good man- 


agement policy. 
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NONSELLING-DEPARTMENT 
MANAGERS 











Branch-store department managers 
have the same problem of having at 
least two superiors and usually more, 
since they ordinarily manage branch- 
store departments that carry merchan- 
dise from several downtown depart- 
ments. Each of the branch-store de- 
partment managers in the branch stores 
in this survey represented an average 
of four downtown departments. They 
might have as many as five superiors, 
including their store manager. 

This kind of organization forces the 
downtown buyer to consider the branch 
store, since it is part of the downtown 
department. Thus, as the president of 
a store put it, the downtown buyer is 
likely to become more “branch-store 
minded.” However, in terms of the 
relationship between authority and re- 
sponsibility, as well as the human equa- 
tion, and the problem of reaching 
decisions, such an organization is 
unwieldly. 
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Second Type of Organization 


Chart II shows the second concept 
of branch-store organization. This is 
the most common type among the 23 
department stores. There are many 
variations, depending largely on the 
size of the branch store. 

The fundamental concept of stores 
with this kind of organization is that 
the branch store operates as a unit. 
The branch-store manager is the only 
executive in the branch store who re- 
ports to anyone in the downtown store. 
All downtown-store executives act in 
a staff capacity to branch-store execu- 
tives, except the one man to whom the 
branch-store manager reports. This 
man is usually a vice president of 
branch stores in those department 
stores having three or more branches 
that do 50 per cent or more of the 
volume of the downtown store. Some 
branch-store managers report to gen- 
eral merchandise managers and other- 
wise report directly to the president. 

The branch-store manager is given 
the authority and responsibility for 
every function performed in the branch 
store. All executives in the branch 
store report to him. He approves all 
major decisions and delegates all others 
to his assistant, group sales managers, 
and department managers. The down- 
town-store executives, including vice 
presidents, merchandise managers, buy- 
ers, and nonselling department heads, 
act in an advisory capacity. In actual 
practice, it does not work out that way 
because of the problem of getting mer- 
chandise for the branch store. Thus, 
the department managers work closely 
with the downtown buyers and usually 
accept their recommendations. This 
may be done without the knowledge of 
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the store manager. In cases of dis- 
agreement, the branch-store manager 
has the right to approve or reject a 
decision and he must accept the respon- 
sibility for it. 


Other Organization Concepts 


There are two additional concepts 
in organization structure. Both of these 
are the natural result of the develop- 
ment of branch stores. If a department 
store continues to build branch stores, 
the downtown store eventually becomes 
less and less important to the total com- 
pany operation. Management then has 
the problem of deciding how it is going 
to operate its branch stores. A decision 
may be necessitated when branch-store 
sales become higher than the downtown 
store, when the distance from the par- 
ent store to the branches becomes a 
problem, or when the number of 
branches becomes so large that the 
whole operation is unwieldly and in- 
efficient. There are two approaches 
that can be taken at this point. The 
first is to set up a complete chain-store 
type of organization. The second is to 
separate the branches from the down- 
town store and let each one function 
as a unit, completely independent of 
the downtown store. This type of or- 
ganization is used by Federated Depart- 
ment Stores. Of course, it should be 
pointed out that when a company 
chooses either of these two approaches, 
the branches cease to be branch stores. 
The company becomes a department- 
store ownership group of the Federated 
type, or similar to Sears, Roebuck and 
Company, Montgomery Ward and 
Company, and Interstate Department 
Stores. 

The Broadway Hale Stores of Los 
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Angeles are operated as a chain. The 
downtown store buyers have moved 
their offices into a warehouse, and the 
company functions as a chain with cen- 
tral buying and central merchandising. 
A multiple management organization 
functions as a corporate control over 
all the stores. This corporate or multi- 
ple management organization structure 
functions in the form of a committee to 
direct and control the operations of the 
stores. In fact, there are three com- 
mittees: Management, Merchandise, 
and Operations. Each store manager 
serves on each committee, thus con- 
tributing his knowledge and experience 
to the multiple management function. 


What Is the Best Branch-Store 
Organization? 


Every department store must set up 
the organization which is tailor-made 
for its own purposes. Thus, a type 
that works for one store will usually 
fail in another. The organizational 
structure depends on the type of store, 
available executive personnel, geo- 
graphical distribution of the branch 
stores, price and kind of merchandise 
sold, size of each branch store, and the 
management philosophy of the com- 
pany. There are three basic types: 

1. The Branch Store as a Unit. 
Under this concept, branch stores are 
no longer branches but become depart- 
ment stores in their own right. Each 
performs all the functions of the down- 
town store subject to policies and con- 
trols instituted by corporate manage- 
ment. The individual characteristics 
of each store are stressed, and the 
buyers are able to consider the indi- 
vidual needs and wants of their cus- 


tomers. Since each store must main- 
tain duplicate organizations, this type 
of organization is expensive. Thus, a 
company with several branch stores 
may send as many as ten sportswear 
buyers to market at the same time. 
One company, organized in this way, 
has centralized the accounting opera- 
tions. The president of this company 
believes that, to be profitable, the stores 
must have sales of at least $10,000,000. 

2. The Branch Store as a Part of a 
Chain Organization. In this structure, 
the company is organized as a chain. 
Each store has the same status as any 
other, including the downtown store. 
Buying, pricing, allotment, and distri- 
bution are done in the downtown store 
or in a separate warehouse. The buyer 
has no floor responsibilities in the 
downtown store and rarely, if ever, 
meets his customers. He may visit the 
various stores periodically but depends 
on the store managers to keep him 
informed of differences in customer 
demands for merchandise. In the down- 
town store, as in the branches, depart- 
ment managers perform all floor ac- 
tivities. In fact, the downtown store 
ceases to be considered the parent 
store. Only a few department stores 
have considered this type of organiza- 
tion, possibly because they are appalled 
at the thought of taking the buyer off 
the selling floor. Some departmert 
stores have adopted the policy, how- 
ever, and others are giving considera- 
ble thought to the possibility of doing 
so. These stores admit that branch 
stores are important in their own right 
and deserve the attention of top man- 
agement if they are to be successful. 
They believe also that stores can meet 


(Continued on page 155) 





























How to Work with 
Other People’s Money 


THE CONTRIBUTION OF CREDIT TO CAPITAL 
NORMAN A. JACKSON 


Treasurer, Chester H. Roth Company, Inc. 








“The only way your business can report a satisfactory rate of profit 
is through proper use of credit . . . a retailer's creditors are his 
partners . . . business management must plan for and utilize credit 
on a planned basis and steadily keep in view its responsibility to- 
ward its credit position.” 

In making these basic viewpoints clear, the author offers many tips 
on how to establish and use one’s credit standing in the market— 
on how to further good public relations with banks and other credit 
institutions, as well as with customers. In showing just how a bank 
establishes a company’s standing as a credit risk, he gives the re- 
tailer a provocative glimpse of himself through the banker’s eyes. 

The statistical analyses surveyed in the article include the follow- 
ing: a department chain; a major department store in a large city, 
with branches in shopping centers; a regional department-store 
chain; a national shoe-store chain; a chain of variety stores; and a 


large supermarket chain. 








The lifeblood of business is credit. 
No business can operate at a satisfac- 
tory rate of profit on its own capital, its 
own investment alone. To realize this, 
the businessman need but lock at his 
own trial-balance statement of accounts 
payable. For there he sees the role that 
credit plays in enabling him effectively 
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to multiply the investment upon which 
he operates. This dependence on credit 
is equally true of the corner grocer and 
General Motors. And it applies not 
only to business but to the consumer as 
well. For the consumer has credit ex- 
tended to him in the form of mortgages 
on his property, time-payment plans on 
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his automobile, budget and installment 
plans covering his purchases of many 
commodities, and in his monthly bills 
for services rendered by utilities. 

The purpose of this article is to ex- 
plain the expanding role of credit in our 
economy with especial reference to re- 
tail-store operations. It should be obvi- 
ous that a retailer with a capital invest- 
ment of $100,000 can do a volume of 
$300,000 a year only with the aid of 
credit provided him by his landlord, his 
bank, his mortgage holders, and _ his 
suppliers of merchandise and services. 
This same retailer, if he had no credit 
extended to him, would find his volume 
cut to about $160,000. Obviously, there- 
fore, he would be in a much weaker 
position from the viewpoint of net 
profit. He could not possibly generate 
any higher rate of profit without the 
extension of credit to him from many 
sources nor could he expand his own 
business. In fact, the investment in 
such a business would be most unat- 
tractive. 


Credit System Not Understood 


Not only is the functioning of our 
credit system taken for granted, but 
what is more dangerous, its role is not 
understood by many businessmen whose 
very existence depends upon the life- 
blood of credit freely coursing through 
the arteries of their enterprises. In this 
period, when business faces the steady 
rise in consumer debt and the recurrent 
actions of federal authorities in restrict- 
ing or expanding credit facilities, it is 
all the more necessary that both the 
mechanics and the functioning of credit 
be understood and properly evaluated 
by businessmen. As this article is being 


written in the fall of 1956, for example, 
the pressure of business for loans has 
forced big city banks to lend up to 65 
per cent of their deposits in some cases, 
where, ordinarily, their loans averaged 
50 to 55 per cent. When you add this 
65 per cent to the 20 per cent reserve 
required of the banks by the Federal 
Reserve Board, it should be clear that 
the limit of lending power is now close 
at hand. (After all, the banks do need 
some currency at the teller’s windows 
to cash checks!) 

An uneasy feeling pervades the busi- 
ness community that either an overex- 
pansion or an overrestriction of credit 
could lead to catastrophe. But it should 
also be clear that in this dynamic and 
pulsating economy there must be ad- 
justments made from time to time. It 
is the function of management in its 
highest wisdom today to so put its own 
house in order as to always present its 
business as a desirable credit risk. 
Banks cannot exist without making 
loans. That means that some firms will 
get loans. Therefore, regardless of the 
gyrations of the economy as a whole 
and regardless of the greater or lesser 
elasticity of credit, it now becomes a 
major function of management to plan 
for credit just as carefully as it plans 
for production or sales. 

Here, in short, are the major points 
which every businessman must under- 
stand about credit today. 


- 1. How to recognize changing money 
and credit trends 

2. How to evaluate your creditors’ 
role in your own business 

3. How to establish and use your 
credit standing in the market 

4. How a banker looks at you as a 
credit risk 
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5. How to make your “cash-flow” 
analysis guide your financial operations 


I. How to Recognize Changing 
Money and Credit Trends 


Let us look at some of the changes 
in the availability of money and credit 
as they are developing right now and 
let us examine the effects on the average 
business, particularly the retailer. We 
must face the fact that, in contrast to 
previous periods, there is a present 
tendency toward the limitation of funds 
available for credit. 

This results from a variety of fac- 
tors. For one thing, the change in the 
procedure for paying corporate and 
business income taxes, which requires 
prepayment of a substantial part of the 
tax before the end of the operating 
year, means that money which had 
previously been available for as much 
as 15 months is now curtailed. 

The parallel expansion of our pro- 
ductive facilities and our population 
are both reflected in their effects upon 
the money market. When corporations 
expand their plants and replace equip- 
ment, they come to the banks or to the 
public for loans with which to finance 
this expansion on a long-term basis. 
This represents a drain upon the flow 
of cash that would normally be em- 
ployed in current operations. Because 
of the active turnover of cash, and the 
unprecedented requirements for money 
on the part of both business and the 
consumer, the cost of money, reflected 
in interest rates, has shown a general 
upward trend over recent years. And 
this has encouraged borrowers to save 
on interest costs and to assure them- 
selves of ample cash by borrowing to 
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the maximum, and even beyond, their 
immediate requirements. 

Undoubtedly, one of the decisive fac- 
tors here is the rapidly mounting con- 
sumer debt. In terms of the availability 
of money, this means that the consumer 
is purchasing on future income. In 
terms of the consumer himself, his 
commitments to long-term payments 
necessarily restrict the amount of ready 
cash available for current purchasing 
and also restrict the amount of money 
he can save. 

Since an increasing proportion of 
retail sales is being made on time pay- 
ments, budget plans, deferred payment 
programs and charge accounts, there 
is a growing pressure in terms of the 
amount of cash he has available for 
his own operations. This results in 
demands made by the retailer upon his 
merchandise resources for longer terms. 
Recognizable symptoms of this trend 
are to be found in the slowing up of 
collections and in the increasing number 
of business failures, particularly in re- 
tailing. 

What follows from all this? We see 
the curtains being drawn over the win- 
dows of banks and other lending insti- 
tutions throughout the country. They 
are discouraging many new accounts. 
They are filing prospective applications 
for future reference. Since many banks 
have gone into their reserve balances 
heavily and, so to speak, have their 
lines “of merchandise” all sold up, they 
have a pressing need to keep intact 
some of their funds to take care of re- 
peat business for their own most desir- 
able customers. Obviously, as a simple 
matter of supply and demand, the 
premium for available money goes 


higher. 
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Immediately affected also are factors 
and finance companies who derive 
funds from banks and insurance com- 
panies. They too have felt the pinch 
and, as a result, we find that factors 
and private bankers, who supply manu- 
facturers with money for their opera- 
tions, are forced to slow down in their 
acceptance of new business. Their 
premium for money is more costly be- 
cause they are compelled to operate on 
borrowed funds to the extent of 80 per 
cent of their activities and, in some 
cases, the banks from whom they bor- 
row require them to keep a reserve of 
20 per cent of their commitments, not 
simply on their loans, so that they them- 
selves are actually paying higher inter- 
est rates on their own borrowings. 

Another pressure point on working 
funds is the need to maintain a healthy 
ratio of current assets to current liabili- 
ties, generally considered as 2 to 1. 
When a firm embarks on a program for 
capital expansion and dips into its own 
cash funds, it lowers this ratio. This 
then forces them, in most cases, to re- 
plenish these funds in order to main- 
tain the desired ratio. What follows is 
simply that, as in all situations of short 
supply, the banks make their restricted 
funds available only to their most de- 
sirable accounts. In other words, there 
is an increased selectivity in the credit 
risk which a bank will accept. 

Obviously, therefore, it follows that 
the businessman who in this period 
needs, or expects to need, money for 
his operations and for his expansion 
must now take those steps which will 
increase his desirability as a credit risk. 
This is equally true in respect to all 
lending institutions, whether they be 
banks, insurance companies, or factors 


or whether they be manufacturers or 
suppliers of goods and services gen- 
erally—in other words, it applies 
equally to money and to merchandise. 


II. How to Evaluate Your Creditors’ 
Role in Your Own Business 


There are several different kinds of 
capital and not all of them contribute 
to the working funds of a business. 
Without going into technical niceties in 
this discussion, we make a distinction 
between the fixed assets and the work- 
ing assets. Obviously, there is a differ- 
ence between the fixed assets of a 
manufacturer whose machinery is actu- 
ally producing revenue and the fixed 
assets of a retailer in the form of store 
fronts, fixtures, and the like, which do 
not produce revenue in quite so recog- 
nizable a form. But, for the purposes 
of this discussion, we are separating the 
fixed from the working funds. We are 
dealing here only with the operating 
funds which produce profits directly. 

What are these forms of capital ? 
First, there is invested capital, which 
consists of common and_ preferred 
stock, partnership investment, and pro- 
prietor’s equity. Second, there is private 
capital, which might be long-term loans 
from banks, private investors, syndi- 
cates, or insurance companies. Third, 
we have borrowed capital, which gen- 
erally assumes a form of either long- 
term or short-term loans from banks, 
factors, mortgage companies, insurance 
companies, and the like. Finally, there 
is creditors’ capital and, in our specific 
concern with retailers, we are dealing 
here principally with merchandise, 
which is shipped on open-credit terms. 

In the compilations of this article, we 











os 











OTHER PEOPLE’S MONEY 133 











GROUP A 
(1) (2) (3) (4) (5) (6) 
Un Millions) 
| Bere ee 143 5 25.5 17.2 1.0 9.5 
Barrowed Capital «ou... cseccvccens 40 1.3 3.2 5.4 i — 
le S| re aera 53 3 10.2 8.0 6 34.0 
TOUR MOM S66 os cece Fone BOO 9.3 38.9 30.6 1.9 43.5 
Deduct: Investment in Fixed and 
Other Nonoperating Assets....... 52 5 13.3 10.6 Bn a 
Gor th ee | er a 184 7.8 25.6 20.0 1.4 43.0 
Percentage of Creditors’ Capital to 
Ostraane Fuiilie 2.52... ice. 28.809 38.46% 39.84% 40.0% 42.86% 79.07% 
eS. OR. eee a Sts Oe He a 544 21 103 73 6 464 
Turnover of Total Capital to Sales... 2.3T 225 2.6T 2.4T Fi Yi 10.7T 
Turnover of Equity Capitalto Sales... 3.8T 4.2T 4.0T 4.2T 6.0T Bg 


intend to show that creditors’ capital 
plays an enormously important role in 
producing profits for a business enter- 
prise, and that it therefore cannot be 
taken for granted, relied upon smugly, 
or underestimated in management plan- 
ning for the future. 

In our statistical analyses we have 
selected a variety of types of retail 
operations including : 


1. A department chain 
2. A major big-city department store 
with branches in shopping centers 
7 ; 
3. A regional department-store chain 
4. A national shoe-store chain 
>. A chain of variety stores 
6. A large supermarket chain 


To define our terms, we are using 
“creditors’ capital” to include all cur- 
rent liabilities maturing within one 
year, comprising merchandise, bank 
loans, current installments of mortgage 
loans, installments of other long-term 
commitments. Since these figures 
deal exclusively with retailers, it is clear 
that the amounts involved under credi- 
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tors’ capital result largely from mer- 
chandise for resale. 

You will observe in the figures of 
Group A (large-scale retail operations ) 
two key ratios: creditors’ capital 
to operating funds and the turnover of 
total capital and ownership capital to 
sales. Here we dramatically show the 
pressures on a company where it would 
have to reckon with an operation re- 
volving around its own or equity capi- 
tal. Furthermore, we see clearly the 
role of creditors in the production o 
profit. 

Since the figures of Group A are 
those of large retail operations, we 
show in Group B some samples derived 
from figures supplied by the credit 
agencies. These give the situations for 
two medium-sized operations and deal 
with two opposite extremes. 

One comment which should be made 
with regard to these figures de- 
serves emphasis. The analyses show, 
on the average, that creditors’ capital 
participates to the extent of about 334 
per cent in the operating funds. The 
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figures themselves are derived from the 
year-end statements of these companies 
which are normally prepared at a time 
when the obligations of the company 
are at a low point. Obviously, there- 
fore, at the peak of the operating period 
during the year the role of creditors’ 
capital must be considerably higher 
than the year-end results upon which 
our analyses have been based. 


III. How to Establish and Use Your 
Credit Standing in the Market 


Not all of the assets of a company 
appear in its financial reports. Credit 
is one of those intangible assets that can 
have much more value than many of the 
resources listed in the balance sheet 
which are expressed in specific terms of 
dollars and cents. 

The basis of credit is confidence. 
Therefore, management's decisions 
with regard to establishing its credit 
standing must be decisions directed to- 
ward building and maintaining the con- 
fidence of the merchandise resources, 
the banks, and all others from whom 


credit extension is required for the 
profitable operation of the business. 

Let’s put it in rather bald terms: We 
know that there is only one way in 
which a person can lose weight and that 
is to eat less. All the other recom- 
mendations regarding exercise, steam 
baths, vibrators, and the like play a 
much less important role. Similarly, 
while a financial analysis of the busi- 
ness may reveal many intricate details 
of its operation and effectiveness, the 
key to the creation of confidence is suc- 
cessful management in producing 
profits. The basic determinant is, there- 
fore, how the operating funds of a busi- 
ness are used by its management, and 
how effective that use is in turning 
over that part of its capital rapidly 
and effecting a satisfactory rate of re- 
turn on its investment. 

It is important, first, to understand 
what a credit rating is and what services 
it performs. Obviously, the credit rat- 
ing is a symbol, a shorthand abbrevia- 
tion, for the whole complex operation 
of a business. 

In the face of the enormous number 





eee NEL ETOP ST 


+ eee eRe ERE EE A: Sie 


— 

















OTHER PEOPLE’S MONEY 135 


of different commodities, and _ the 
equally great number of purchasers, 
manufacturers, wholesalers, retailers, 
and consumers, the most universally 
used symbol is the price. 

Similarly, with well over three 
million retail establishments in the 
United States, and a million or more 
others who serve these retailers through 
supplying them with creditors’ capital 
in the form of merchandise, loans, and 
services, a similar set of symbols is 
necessary which corresponds to the 
price on merchandise. 

These are the credit ratings origi- 
nated by Dun and Bradstreet. To the 
experienced credit manager in the 
manufacturing or retail establishment, 
or in a bank, these symbols give a quick 
but reliable index of the operating ef- 
ficiency of any business. 

If you were to compare these credit 
men to the buyers of merchandise, you 
would certainly agree that it would be 
an impossible obstacle to put in the path 
of a potential buyer if you were to 
eliminate the prices from merchandise. 

Similarly, it throws impediments in 
the way of credit decisions by the credit 
managers if a retailer withholds the 
information upon which a credit rating 
is established. 

There are many retailers who have 
misgivings about revealing the condi- 
tion of their business. The reason most 
often given is that the retailer is wor- 
ried lest his competition learn too much 
about his business. 

Actually, of course, a balance sheet 
does not reveal the workings of his 
business, the quality of his ideas, the 
efficiency of his salespeople, the promo- 
tional plans he is developing, or any of 
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the real “business secrets” which he 
likes to hold close to the vest. 

Keep in mind that the supplier, 
whether he is shipping merchandise 
or granting a loan, stays in business by 
performing these functions. He is as 
anxious to secure and hold an account 
as the retailer is to obtain his services. 
When the supplier knows the limita- 
tions of a business, and even its weak- 
nesses, he is all the more able to adjust 
to them and work more intelligently 
with the retailer. 

Certainly it would be close to disaster 
for American business as a whole were 
there to be a blackout on the exchange 
of financial information. This would 
affect far more than the granting of 
credit. 

How would any business know how 
realistic its goals were if it did not have 
industry averages against which to 
measure its own performance? If, for 
example, the Federal Reserve Board 
were to omit its weekly reporting of 
retail sales, a most important indicator 
of conditions and trends would be lost, 
and the decisions of many companies 
would be severely affected. 

There is definite value for any com- 
pany in a comparison of its results with 
the N.R.D.G.A. averages, for example, 
and even such tabulations as ours. 

Mr. Roy Foulke, an economist and 
one of the major officials of Dun and 
Bradstreet, has published annually a 
series of ratios which reflect the pattern 
of activity in manufacturing, whole- 
saling, and retailing. Within each of 
these major groups there are break- 
downs by different types of industry 
and different fields of retailing. These 
are important figures for management. 

Reluctant management should also 
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keep in mind that figures are being sup- 
plied constantly by every business to 
government bureaus and trade associa- 
tions. By co-operating with the credit 
agencies in their requests for informa- 
tion you can save the time and energy 
that would be expended by your own 
organization in trying to answer the 
hundreds of inquiries from potential 
creditors and suppliers. 

In fact, if a retailer were to look 
upon his credit rating as an essential 
part of his own public relations, he 
would, in our opinion, make every ef- 
fort to work closely and openly with 
the credit agencies. When a retailer 
forwards his cold financial statement on 
request, it may show any one of a num- 
ber of unfavorable conditions which 
may, however, actually be temporary in 
nature. For example, inventories and 
fixed assets may show a disproportion- 
ate investment, whereas the fact may 
be that this condition is brought about 
by the recent opening of a new store 
or the addition of a new department. 
oth of these conditions could be con- 
sidered temporary. 

But to have them so considered, it 
is necessary to sit down with the re- 
porter from the credit agency and ex- 
plain the nature of these investments 
clearly and openly. Thus, on the basis 
of the financial statement as submitted 
through the mails, the Dun and Brad- 
street rating assigned to a store might 
be C+2. However, with this explana- 
tion before them, the credit agency 
might assign to the account a C+14 or 
a C+1 rating, after it has satisfied it- 
self that it understands the particular 
problem thoroughly. 

A change in the attitude of suppliers 
often results from a rating which in 


the first instance would have labeled 
the store as a “fair” credit risk as 
against denoting it as a “good” or a 
“high” credit risk. 

And this has its value not only for the 
suppliers of your merchandise but also 
for your bank, for the contractors with 
whom you may work on fixtures, store 
fronts, or new stores, and potential 
landlords. 

Out of many decades of experience, 
the Dun and Bradstreet organization 
has developed its formulae under which 
it is able to rate credit risk on a world- 
wide basis. in fact, American export 
business is dependent upon these rat- 
ings to a large degree. Generally, these 
ratings are established on the basis of 
the capital involved in a business, the 
manner of payments, and the results 
of the operation in terms of net profit. 
The table on the opposite page is their 
key for the measurement of the esti- 
mated financial strength of a company 
and the degree of credit risk involved 
in doing business with it. 

A considerable proportion of a 
store's promotional expenses goes into 
publicity, public relations, the building 
of its standing in the community, and 
its prestige with its suppliers and cus- 
tomers. All of these activities require 
considerable expenditure. The estab- 
lishment of a Dun and Bradstreet rat- 
ing is, therefore, one of the cheapest 
investments in public relations a com- 
pany could make. 


IV. How a Banker Looks at You as z 
Credit Risk 

Of all the types of businesses in the 

United States, it is probably safe to 

say that retailers avail themselves least 
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frequently of the services of a bank, the case of the sources of supply from 
in terms of loans. This does not neces- whom a retailer buys, this information 
sarily mean that were more retailers has been boiled down for them by the 
prepared to work with banks properly commercial credit agencies. And the 
they would all necessarily have to apply decisions are made at long distance. 
for loans. But our point is that if a In the case of banks and other lend- 
retailer has so organized his records and ing institutions, there is not only a more 
his business that he can properly ap- formal procedure, but a far more per- 
proach a bank, and convince a banker sonal one. 
that he is a worthy subject for credit, Whether you use the facilities of a 
then he is in a considerably improved bank, or intend to in the near future or 
position to expect and receive credit not, it is still valuable for any business 
from his suppliers of merchandise. to so organize itself that it can, in the 
In some respects the information face of new conditions or a new pro- 
upon which the bank acts is quite simi- gram, command credit from a lending 
lar to that upon which the merchandise institution. 
creditors make their decision. But in For this reason, it is important to 


KEY TO DUN AND BRADSTREET RATINGS 


Composite Credit Appraisal 


Estimated Financial Strength High Good Fair Limited 
Pe Ste a te ab cia Over $1,000,000 Al ] 14 2 
LS Re eee: Over 750,000 Al ] 14 2 
pee $500,000 to 750,000 Al 1 1} 2 
ee Oe a | ae 300,000 to 500,000 1 14 2 24 
en en 200,000 to 300,000 1 14 2 25 
ERE ree 125,000 to 200,000 1 14 2 24 
Se ee ert ee 75,000 to 125,000 14 2 24 3 
Lh rr 75,000 14 y- 24 3 
EERE eer 35,000 to 50,000 1} 2 24 J 
ETRE ETOP RT LK. 35,000 2 24 3 34 
DOE C SEE Ter eer tame. 10,000 to —- 20,000 25 3 34 4 
———————— 3 34 4 44 
Rete: 3,000 to —- 5,000 3 34 4 43 
Pee 3,000 3 34 4 44 
ES SER ar errr 1,000 to 2,000 3 34 4 4) 
SS ee pie os Up to 1,000 34 4 44 5 


Classification as to Both Estimated Financial Strength and Credit Appraisal 


Financial Strength Bracket Explanation 
{When only the number (1, 2, 3, or 4) appear, 
it is an indication that the estimated financial 


| 
Ose $125,000 to $1,000,000 and over : sty . - 
. . a | strength, while not definitely classified, is pre- 
: eee 0,000 to 125,000 ni r 
3 2000 t 20.000 + sumed to be within the range of the ($) fig- 
VPooccscerscssercly O «V, ° ° 
| ete Up to 2.000 ures in the corresponding bracket and that a 


condition is believed to exist which warrants 
credit in keeping with that assumption. 
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understand how a bank works in its 
principal activity, which is making 
loans, and how a retailer should prepare 
himself to obtain a favorable decision 
on a loai application. 

Before the banker will attempt to 
analyze the facts and figures, which are 
shown him as a basis for a loan, you 
will be asked three important questions. 

First, the banker wants to know how 
the money is going to be used since the 
purpose for the loan serves as a basis 
for arranging terms. Generally, the 
bank prefers to make its money avail- 
able in the market for operating needs 
during the seasonal activity. There- 
fore, these loans are classed as ‘“‘short- 
term paper” with maturities scheduled 
from three months to a year. If, on the 
other hand, the money is needed for 
other purposes such as acquiring a new 
location, making improvements in the 
building, alterations in the store, or 
other nonoperating uses, then the bor- 
rower will be expected to meet a differ- 
ent set of terms and conditions. 

When the loan officer understands 
the use to which the loan is to be put, 
he will next want to know, of course, 
the amount of money that will be 
needed. That’s always “the $64 ques- 
tion.” Here it is important to know 
exactly what funds are required so that 
you will have a sufficient amount to 
work with, and at the same time, avoid 
an excessive loan. 

Idle funds are not productive and, 
as a matter of fact, become costly, 
especially when high rates of interest 
are involved. There is always the temp- 
tation to invest in more inventory or 
in fixed assets to a degree that is not 
realistic in terms of the requirements 
of the business. It is at this point that 


careful planning for credit is essential. 

Third, and most important, everyone 
who makes a loan (including banks) 
wants to know how he is going to get 
it back and when he is going to get it 
back. Companies which are successful 
in dealing with banks will always be 
extremely careful of the promise that is 
made for repayment because it is here 
that confidence as a borrower is estab- 
lished. The forecasting of cash require- 
ments and repayments will enable a 
borrower to tell quite accurately when 
a commitment can be paid off. 

What are the basic facts that a 
banker works with in determining the 
loan for a retailer? His timetable is the 
financial statements of the company. 
From it he is able to establish a pattern 
of operation. More often, however, you 
will get a request for a series of state- 
ments because a single year’s operation 
may not give the financial institution a 
full understanding of the borrower's 
business. 

Every merchant should have his 
statements prepared by a_ certified 
public accountant because these pro- 
fessional men follow a universal pat- 
tern in presenting their figures, and 
these figures are based upon a complete 
audit of the books and records. 

When a business management looks 
at financial statements the first result 
which gets attention is the earnings. 
What does the bottom line show, net? 
Quickly then, the earnings are com- 
pared to capital to measure the rate of 
return. From this point variances with 
planned operations are studied. 

The banker views the problem in the 
same manner, and while he may not 
display the elation shown by manage- 
ment, a reasonable return on invest- 
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ment, be it 6 per cent, 8 per cent, or 10 
per cent, will get an approving eye. Of 
equal importance, of course, is the dis- 
position of the earnings. What does 
management do with the profits—pay 
dividends, invest in fixed assets, plow 
back to working capital, some of each, 
or just what? Lenders are expected 
to show confidence in a business by 
granting loans ; certainly every prudent 
businessman should express similar 
faith in his business by increasing his 
capital with a substantial share of the 
earnings. 

In retailing, as in many other in- 


-dustries, the working capital or operat- 


ing funds of the business determine the 
amount of credit that will be extended. 
Management therefore will gain an 
added loan incentive by shoring up as 
much of its earnings in working capital 
as possible. 

Generally the total investment of a 
business is broken up into a number of 
component parts. Part of the funds 
are represented by customers’ accounts, 
some in merchandise inventory, and still 
others provide for fixed assets and non- 
operating assets. Limited exposure in 
each invested asset in keeping with the 
planned operations is an effect that the 
loaning officer will expect to be present 
in the analysis of capital allocation. 

Each of these assets presents certain 
problems. Take the case of customers’ 
accounts. Consumers are encouraged 
to buy all their goods and services on 
time. Buy now, pay later, is the ‘“‘na- 
tional habit” and as a consequence con- 
sumer debt is going skyward. Comes 
the day when bills have to be paid and 
sometimes more money has to go out 


than comes in. Who waits and who 


gets paid? The retailer often finds him- 
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self low man on the totem pole. There- 
fore, the banker will scrutinize the 
aging of outstanding customers’ ac- 
counts, the average collection experi- 
ence, the credit and collection methods 
to be satisfied that ample reserves have 
been provided in support of the aggre- 
gate value of the customers’ accounts. 

Unless the business is selling an- 
tiques, old merchandise is never popular 
with the management or the merchan- 
dising staffs. Old merchandise, like idle 
money, is costly—even more costly be- 
cause of the markdown exposure. Most 
retail failures can be charged to poor 
merchandising of inventories and in- 
adequate turnover of stocks. The lender 
can be expected to survey this asset 
critically so that the values spelled out 
on the balance sheet will reflect realistic 
values. 

How much of your capital do you put 
in brick and mortar is a moot question. 
There is no single answer. It depends 
on the kind of retail operation, for the 
store may be plush, located on upper 
Fifth Avenue, or it may be an outlet 
shop operating out of a shed on a high- 
way. 

Every business has indebtedness, but 
it is at that point where the similarity 
ends. Some operations can perform 
smoothly under a heavy debt load of 70 
to 90 per cent of capital, while others 
need a constant current ratio of 5 to 1 
or better. However a business operates, 
it must manage its debt so that terms 
can be met without default. Good man- 
agement of debt—that is, controlled 
debt—must be planned for, and the 
loaning officer will want to satisfy this 
question by reviewing carefully the 
forecast of merchandising and the in- 
fluence of it on the debt position. It is 
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from this report that he gets his an- 
swers to the three questions : 

For what purpose? 

How much? 

When will it be paid back? 

This takes us, then, to a discussion 
of the key budget report, the cash-flow 
sheet. 


V. How to Make Your “Cash-Flow” 
Analysis Guide Your Financial 
Operations 


When you get a general checkup 
from your physician, one of the things 
he frequently does is to determine your 
basal metabolism. You lie relaxed, with 
a clamp on your nose, and breathe in 
oxygen from a tube and exhale it into 
the same tube. A pen records on a re- 
volving cylinder the actual consumption 
of oxygen required to maintain the 
basic activities of your whole body. 

In a somewhat more complex form 
the “cash-flow” sheet does the same 
thing for your business. It shows how 
much money you are going to need to 
perform your own functions, to oper- 
ate, for every month of a projected 
period. 

On the one hand, for each month 
you show an estimate of receipts of 
funds from accounts receivable, from 
loans, miscellaneous income, and the 
like. The total of these receipts are the 
funds available to meet the expected 
expenditures for the same month. These 
expenditures might include payroll, ex- 
pense bills, accounts payable, tax bills, 
payments on loans, and the like. Each 
item of receipt and expenditure is sepa- 
rately scheduled, with the monthly 
result transferred to this financial 
forecast. 


In those months in which the esti- 
mated expenditures exceed the esti- 
mated receipts, there will be need for 
additional funds to meet the deficit. 
This is illustrated in the simplified 
“cash-flow” exhibit, where a loan had to 
be arranged in May. 

When arrangements are made to 
obtain these loans, a promise for repay- 
ment can also be made because the cash- 
flow sheet, when extended to the holi- 
day selling season, will show in which 
period the receipts, plus available funds, 
exceed the expenditures. 

On the opposite page is a typical six- 
month cash-flow sheet for a retail-store 
operation and the effect of it on the 
planned monthly balance sheets. 

To maintain normal cash require- 
ments, this company arranged to bor- 
row $10,000 in May. The cash flow 
reflects an inadequate balance on May 
31. Carrying the flow schedule through 
to the end of the year, the repay- 
ment month can be pinpointed, just 
as the December 31 debt was repaid 
in January. 

Management has 
amount needed to complete the opera- 


developed the 


tions according to plan. 

It is important to see the month-to- 
month effect on the balance-sheet con- 
dition of the company, and so this com- 
pany plots out Exhibit B which points 
up the high and low points of each im- 
portant balance-sheet item. 

It is prepared on the assumption of 
availability of the $10,000 bank loan. 


Conclusion 


How often, in conversations with 
businessmen, have you heard in regard 


(Continued on page 152) 
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EXHIBIT A 
Estimated Cash-Flow Sheet—January 1 to June 30 
January February March April May June Total 
Receipts 

Cask at Statt.....4.05.. $10,000 $8600 $7,700 $8800 $7,900 $ 1,500 $10,000 
CRAIN kis csacecnns 9,000 6,000 6,000 7,000 7,000 11,000 46,000 
Receivable Collections ... 5,000 8,000 5,000 5,000 5,000 6,000 34,000 
Total Receipts ........ 24,000 $22,600 $18,700 $20,800 $19,900 $18,500 $90,000 

Expenditures 
Dae to Batikc...4....5.. $ 2,500 — — — — — $ 2,500 
Due to Trade Creditors... 9,000 $ 9,000 — — — — 18,000 
Due to Expense Creditors. 2,500 — -- _- _- ~ 2,500 
Parchases ........ss00s+ — 1,500 $4,000 $8500 $14,000 $12,000 40,000 
DEN :icisssdeanandes 1,400 4,400 4,400 4,400 4,400 6,000 25,000 


Taxes Payable .......... — — 1,500 — — 1,500 3,000 





Total Expenditures .... $15,400 $14,900 $9,900 $12,900 $18,400 $19,500 $91,000 


Cash Excess or Deficit at 











End of the Month ....... $ 8,600 $7,700 $8800 $7,900 $1,500 §$ 1,000* $ 1,000* 
* Deficit. 
EXHIBIT B 
Estimated Monthly Balance Sheets—January 1 to June 30 
January February March April May June 
Current Assets 
oS RR oe bine Mar eae $ 8600 $7,700 $8800 $7,900 $11,500 $ 9,000 
Accounts Receivablé ........0..0000 11,000 7,000 6,000 6,000 6,000 7,000 
et il a en eee Seem 73,000 71,500 77,000 985,000 85,000 980,000 
Total Current Assets ............ $92,600 $86,200 $91,800 $98,900 $102,500 $96,000 
Less: Current Liabilities 
a a eee — — — — $10,000 $10,000 
Due to Trade Creditors............ $12,000 $6,500 $14,500 $22,000 16,000 11,000 
Due to Expense Creditors.......... 3,000 3,000 3,000 3,000 3,000 3,000 
fa ee are 3,000 3,000 1,500 1,500 1,500 — 
Total Current Liabilities......... $18,000 $12,500 $19,000 $26,500 $30,500 $24,000 
Net Working Capital .......2...¢... $74,600 $73,700 $72,800 $72,400 $72,000 $72,000 
eile Se a ANS SL ene 16,000 16,000 16,000 16,000 16,000 16,000 





Total Assets Less Current Liabilities.. $90,600 $89,700 $88,800 $88,400 $88,000 $88,000 
Represented by Net Worth.......... $90,600 $89,700 $88,800 $88,400 $88,000 $88,000 
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The Honor Roll in Retailing at 
New York University | 


A Roster of America’s Retailing Leaders 


CHARLES M. EDWARDS, JR. 
Dean, New York University School of Retailing 





Myron S. Silbert 


For more than thirty years the New 


York University School of Retailing 
has been honoring leaders in retailing 
from all parts of the country by con- 
ferring upon them honorary member- 
ship in the Alpha Chapter of the Eta 
Mu Pi Fraternity, the only fraternity 
of its kind in the field of retailing. 
Founded in 1922 in the New York 
University School of Retailing, Eta 
Mu Pi has grown into a national or- 
ganization. 
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In keeping with the high standards 
to which it has adhered since its estab- 
lishment, the Alpha Chapter grants 
honorary membership only to those 
who have made noteworthy contribu- 
tions to the ethics, the science, and the 
practice of retailing. 

When it awards honorary member- 
ships to men and women of outstanding 
accomplishment in retailing, the Alpha 
Chapter presents to the recipients writ- 
ten citations that summarize some of 
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the major facts about their achieve- 
ments. In the belief that the careers 
of these distinguished merchants will 
prove interesting and inspiring to its 
readers, the JoURNAL OF RETAILING 
publishes one or more of these citations 
in each issue. The purpose is twofold: 
(1) to call well-deserved, wider atten- 
tion to the attainments of some of the 
foremost business leaders of our day, 
and (2) to provide a cumulative source 
of information about retailers for 
reference purposes. 

Chosen for recognition in this issue 


} is: 


Myron 8S. Silbert 


3v bringing the searching mind of 
a scholar to every assignment that he 
undertakes, Myron S. Silbert has given 
unique service both to his country and 
to the profession of retailing. He has 
won the admiration and the affection 
of his associates in business, in educa- 
tion, and in government as an econo- 
mist and a merchant of exceptional 
ability. Few men are so able; few are 
so humble and so generous with time 
and effort. 

A graduate of Harvard College 
magna cum laude and winner of a Phi 
Beta Kappa key, Myron Silbert at- 
tended the Harvard Graduate School of 
susiness Administration to prepare for 
a business career. Ever since that time 
he has maintained close contacts with 
the academic world. Currently he still 
finds time to conduct a seminar in mar- 
keting at the Columbia University 
Graduate School of Business and to 
lecture on the economics of retailing in 
two management programs in the New 
York University School of Retailing. 
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After graduating from college he 
spent several years with the National 
Department Stores, Inc., and the Allied 
Stores Corporation, culminating his 
stay with the latter organization as 
managing director of the Herpolshei- 
mer Company, the large Allied Depart- 
ment Store in Grand Rapids, Michigan. 
In 1937 he left Allied to open his own 
consulting business. At the same time 
he also established and operated two 
women’s specialty stores in his home 
state of Massachusetts. 

During the war he served as a major 
and lieutenant colonel in the Office of 
the Quartermaster General. Here he 
made such valuable contributions to the 
methods of quartermaster supply that 
he was awarded the Legion of Merit. 
Upon his discharge from the Army in 
late 1945, he joined the Federated De- 
partment Stores, Inc., as vice president 
for research, a post that he has filled 
with increasing distinction for the past 
eleven years. 

Busy as he is in a position that re- 
quires him to travel constantly to Fed- 
erated Stores throughout the country, 
Myron Silbert still manages to under- 
take many other responsible duties in 
the public interest. In 1951, for ex- 
ample, he served as consultant to the 
Director of the Office of Price Controls 
in preparing the regulations for retail 
price controls and later in drafting 
recommendations for decontrol. In 
1953 at the invitation of the Secretary 
of Commerce he became a member of 
the Committee for the Intensive Re- 
view of All United States Census Pro- 
grams. Currently, he is chairman of 
the Committee on the Census of Busi- 
ness of the American Retail Federation 

(Continued on page 147) 











Retail Operating Ratios 
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This section continues a special service for retailers, which 
appears each year in the fall and winter issue of the JOURNAL OF 
The purpose is to inform retailers about sources and 
retailers about the availability of any reports not mentioned here. 
contents of analysis ratio reports made available to the trade 
through various channels. In order to make the service as complete 
as possible, we should appreciate receiving additional reports from 
any organizations publishing them, as well as information from 
retailers about the availability of any reports not mentioned here. 











Annual Country Club Study. New 
York: Horwath and Horwath, 
1956, 12 pages. No charge. 


Both small and large country clubs did not 
fare as well in 1955 as in 1954, according to 
the seventh annua! study of country club oper- 
ations. Greater sales volume and increases in 
dues were offset by rising costs of certain 
operations and maintenance expenses. Club- 
house operations, with 30.7 cents per dollar 
in small clubs and 42.5 cents in large, and 
golf and grounds maintenance at 36.8 cents 
in small and 31.0 cents in large, took the 
biggest bite out of the dues dollar. Payroll 
increased slightly. 

In size and scope this study is similar to 
that of 1954. Operating data for the clubs 
studied are presented in three groups accord- 
ing to the total amount of membership dues. 
Since dues are the principal source of club 
income, they are the most common acceptable 
basis for comparing operating data. All but 
two of the clubs in the 1954 study have been 
included again this year. Some rearrange- 
ment according to total dues and assessments 
has been made. 
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Cost of Doing Business, A Survey for 
Package Liquor Stores, by Dun 
and Bradstreet, Inc., 1956, 4 
pages. No charge. 


The liquor industry showed a sales increase 
in 1955 over 1954, reversing the downward 
trend started in 1954. Package liquor stores 
shared in this increase. The 233 stores in this 
survey showed an average increase over 1954 
of 3.8 per cent. 

In 1955, the average liquor-store owner in 
the United States earned more money than he 
did in 1950, the latest year for which com- 
parable figures are available. This was due 
principally to increased volume. 

Whether a store is located in a central 
shopping district or a neighborhood shopping 
center does not seem to affect gross margin. 
The retailers who did the best job of keeping 
margins up and expenses down earned a profit 
of 8.2 per cent before taxes, while the typical 
store earned a profit of 2.6 per cent before 
taxes. Inventory turned over 5.9 times during 
the vear and net worth turned over 4.5 times. 
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Merchandising and 


Departmental 
Operating Results of 1955, edited 
by Sam Flanel. New York: Con- 
troller’s Congress, National Re- 
tail Dry Goods Association, 1956, 
302 pages. $9.50 to members, 
$14.50 to nonmembers. 


The thirty-first annual report of Depart- 
mental Merchandising and Operating Results 
has been extensively reorganized in an effort 
to provide an increasingly valuable merchan- 
dising reference. Among the innovations is 
the inclusion of departmental controlled mar- 
gin by store volume groups, made possible by 
the use of modern electronic equipment. 

A 4 per cent sales gain was achieved which 
helped boost retail sales to 1955’s all-time 
peak. Branch stores’ volume rose 9 per cent, 
more than that of any volume group. Aided 
by higher volume, stores succeeded in lower- 
ing slightly payroll and operating expense 
ratios. Profit after taxes stood at 2.3 per 
cent, matching 1953’s performance, and an 
improvement of 0.2 points over 1954. 

Mr. Flanel is general manager, Controller's 
Congress, National Retail Dry Goods Asso- 
ciation. 


Facts About New Super Markets 
Opened in 1955, published by 
Super Market Institute. Chicago: 
The Institute, 13 pages. No 
charge. 


This report is based on a questionnaire 
survey among 71 Super Market Institute 
member companies for 141 new supermarkets 
doing $20,000 or more a week. This year’s 
report covers a wider range of data than the 
previous studies. Only stores doing at least 
$20,000 a week are included in accordance 
with the new definition of a supermarket 
adopted by Super Market Institute Board of 
Directors in January 1955. 

Most of the new supermarkets opened in 
1955 enjoy sales considerably over the $20,000 
minimum. They range in size from 8,400 
square feet to nearly 50,000 square feet with 
the average at 18,000 square feet. In general, 
the large stores obtain higher sales. Close to 
half (43 per cent) of the new supermarkets 
were built as part of a new shopping center; 
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this location also gets the biggest of the 
supermarkets. Fifty per cent of the new 
supermarkets serve medium-income areas 
while 27 per cent serve mixed-income areas. 
Fighty-three per cent are leased; store rents 
are still going up; operators are signing 
longer leases. Friday and Saturday are the 
best days for the new supermarkets. 

This study is conducted by the Research 
Department of Super Market Institute. 


Hotel Operations in 1955. New York: 
Horwath and Horwath, 1956, 52 


pages. No charge. 


Some high lights of the 1955 hotel story as 
summarized in the twenty-fourth annual study 
of hotel operations are as follows: (1) Prof- 
its on operations were somewhat higher than 
in 1954, the most significant being the recov- 
ery made by the smaller transient hotels from 
the sharp drop in earnings in 1954. (2) Room 
occupancy, at 72 per cent, remained substan- 
tially the same as in 1954. (3) Hotel men 
have at last found a balance between sales 
and payroll; for the first time in years, the 
slice that payrolls take out of sales declined 
slightly. 

Four pages have been added to this year’s 
study, the space being given to additional 
charts and tables which illustrate some phases 
of the trend of business in hotels. Otherwise, 
the general arrangement of the material is 
the same as in the 1954 study. 


Operating Results of Department and 
Specialty Stores in 1955, by Mal- 
com P. McNair and David Carson. 
Bureau of Business Research Bul- 
letin 145. Boston: Harvard Uni- 
versity Graduate School of Busi- 
ness Administration, 1956, viii+ 
70 pages. $5.00. 


The thirty-sixth annual Harvard report on 
the 1955 operating results of department and 
specialty stores continues the shift to the new 
expense classification of the Controller’s Con- 
gress of the National Retail Dry Goods Asso- 
ciation in its “Standard Expense Accounting 
Manual.” This follows the transition that has 
been carried on in reports of the previous two 
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years as a result of the change-over taking 
place in many department stores and depart- 
mentalized specialty stores. 

Changes in the arrangement of this year’s 
report are noticeable in several respects: 
Section I covers the summary for department 
stores and specialty stores followed by ex- 
pense center data (primarily payroll) which 
is presented in Section II. Section III con- 
tains productivity information; Section IV 
includes some special analyses of branch oper- 
ations and Lifo effects and regional compari- 
sons. Section V carries the comprehensive 
reference tables for the department stores and 
specialty stores. Definition of terms and ex- 
planation of methods appear in the Appendix. 

Department-store sales in 1955 scored a 
gain of 6 per cent, the best advance since 1950. 
This was due mostly to a substantial increase 
in the number of transactions and a tendency 
to trade up, since store prices increased only 
0.6 per cent during the year. None of the 
volume classifications showed a drop in sales 
as compared with 1954. Leased departments 
again increased sales. 

Gross margin is virtually unchanged from 
the 1954 figure of 36.35 per cent. Receding 
slightly from the high point of 1954 and 1953, 
total expenses dropped back approximately 
to the 1952 level of 33.5 per cent. The depart- 
ment-store trade improved its profit showing 
in 1955. Earnings before taxes were typically 
5.8 per cent in owned departments, and the 
2.85 per cent remaining after taxes is the best 
figure since 1950. 

Professor McNair is Lincoln Filene Pro- 
fessor of Retailing and Mr. Carson is Lec- 
turer on Business Administration at Harvard 
University. 


Operating Results of Limited Price 
Variety Chains in 1955, by David 
Carson. Bureau of Business Re- 
search Bulletin 146. Boston: Di- 
vision of Research, Harvard 
University Graduate School of 
Business Administration, 1956, 38 
pages. $2.00. 

In 1955 sales set a record for the limited- 
price-variety chain trade. Net earnings after 
taxes pulled ahead of the 1954 low. Net sales 


increased 5.5 per cent, attributed in part to the 
increase of stores in operation. Gross margin 
dollars were 6.2 per cent higher in 1955 than 
in the previous year, while total expense was 
up only 4.2 per cent. Store payroll reduced 
itself with the help of increasing self-service. 
This reversal of the rising trend in the payroll 
percentage may have been responsible for the 
more favorable showing made, especially in 
the smaller chains. 

Once more the representation in this study 
of the chain-variety-store business was at a 
high level, based upon returns from 44 variety 
chains having an average of 5,885 stores in 
operation during 1955. As usual, Section I 
highlights changes from the previous year as 
well as long-range operating trends, while 
Section II contains more detailed operating 
results for 1955, largely statistical guides with 
which variety-chain executives can compare 
the performance of their own companies. Spe- 
cial features continued from 1954 include a 
tabulation on warehousing costs and ware- 
house rate of stock turn; a segregated treat- 
ment of results for the soda fountain, lunch- 
eonette, and restaurant business; and some 
data on the extent of self-service operations. 

Mr. Carson is Lecturer on Business Ad- 
ministration at Harvard University. 


Self-Service in Variety Stores, by Law- 
rence R. Robinson and Eleanor G. 
May. Bureau of Business Re- 
search Bulletin 147. Boston: 
Harvard University Graduate 
School of Business Administra- 
tion, 1956, 52 pages. $3.00. 


This bulletin presents the results of a sur- 
vey of the comparative performance of some 
of the stores converted to self-service during 
the early stages of this modern retailing de- 
velopment in a number of chain and inde- 
pendent concerns. The report consists of four 
parts: an introduction, which sketches the 
background of self-service in the variety-store 
business; an analysis of comparative operat- 
ing results between stores converted to self- 
service and comparable nonconverted stores ; 
a discussion of some of the problems encoun- 
tered in shifting to self-service; and a con- 
clusion which undertakes to assess the signifi- 
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cance of the self-service trend in this field 
of retailing. 

Variety stores converted to self-service, as 
compared with conventional stores, in the 
year after conversion as against the year 
before conversion showed the following re- 
sults: (1) greater improvement in total dol- 
lar sales volume, (2) less favorable sales 
performance in the classifications of women’s, 
misses’, and juniors’ ready-to-wear apparel, 
accessories, and dry goods and domestics, and 
(3) no apparent disadvantage in stock 
shrinkage. 


Twenty-Seventh Annual Business Sur- 
vey, National Association of Re- 
tail Clothiers and Furnishers, 
combined with Twelfth Annual 
Men’s Wear Magazine Survey of 
Operating Experience. Published 
as part of the 1956 fact issue of 
Men’s Wear magazine. New 
York: Fairchild Publications, 
Inc., 1955. 25 cents. 

In 1955 men’s wear stores renewed their 
uptrend in sales that had begun in 1949 and 
had been temporarily halted in 1954. The 
average men’s wear store’s sales were 3 per 
cent higher in 1955 than in 1954. Southeast 
stores made the best showing for the secend 
straight year with the average store listing 
3.2 per cent higher sales in 1955 than in 1954. 
Large stores made the best sales gains with 
the average store reporting 6.4 per cent 
higher in 1955 than in 1954. 

Gross margins remained about the same, 
the average being 33.6 per cent. In contrast 
to 1954, when operating expenses rose sharply 
and ‘net profit declined, 1955 operating ex- 
penses were down slightly and net profit was 
somewhat higher. The average net profit in 
terms of net sales was 3.4 per cent in 1955 
against 2.9 per cent in 1954. 

The survey was prepared for Men's Wear 
magazine by the Research Division of the 
New York University School of Retailing. 
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and is a member of the Advisory Coun- 
cil on Federal Reports of the Bureau of 
the Budget. Recently he was named 
vice chairman and treasurer of the 
newly formed Retail Research Insti- 
tute of the National Retail Dry Goods 
Association. 

When he is not “on the go,” Myron 
Silbert has applied himself with equal 
energy and effectiveness to writing. 
Soon after leaving college he assisted 
Paul Mazur in writing a book, Princi- 
ples of Organization Applied to Mod- 
ern Retailing. Subsequently he has 
contributed to the Buyers’ Manual, 
published by the National Retail Dry 
Goods Association ; Markets After De- 
fense, by the Department of Com- 
merce; Defense Against Depression, 
by the Committee for Economic De- 
velopment ; and several other studies to 
promote stability of the economy. 

In these and other respects, Myron 
Silbert has proved himself a tireless 
and capable administrator, researcher, 
adviser, writer, and teacher. He, there- 
fore, fully merits our praise and our 
thanks. 

For his authoritative application of 
economic principles to the field of re- 
tailing, for his far-reaching thinking, 
and for his unselfish participation in 
governmental, educational, and busi- 
ness affairs, the New York University 
School of Retailing gratefully confers 
upon Myron Silbert honorary member- 
ship in the Alpha Chapter of the Eta 
Mu Pi Fraternity. 
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Changing Patterns in Retailing, Read- 
ings on Current Trends, by John 
W. Wingate and Arnold Corbin. 
Homewood, Illinois: Richard D. 
Irwin, Inc., 1956, xi+393 pages. 


This book contains a collection of 53 read- 
ings of some of the most recent and signifi- 
cant articles and speeches by authorities in 
retailing. The authors have arranged the 
material in logical order in ten general group- 
ings. These are: “Retail Trade,” “Consumer 
Trends,” “Retail Institutions,” “Store Loca- 
tion,” “Selling,” “Store Organiza- 
tion,” “Operating Policies and Procedures,” 
“Personnel and Human Relations,” and “The 
Challenge to Retailing.” Each section is pre- 


” 4 


“Buying,” 


ceded by a short, but excellent, introduction 
to the subject. 

While the book is intended to supplement 
textbook material in marketing and retailing 
courses, it could be used as a textbook for 
a course in “Principles of Retailing” or in 
survey courses. The authors have performed 
a distinct service in bringing together the 
writings of so many well-known authorities. 
The articles are challenging and thought pro- 
voking and should serve as a springboard for 
many discussions in retailing and marketing 
classes. he executives of many stores could 
read selections with profit to themselves and 
their companies. 

Paul E. Smith 


Coordination, Control, and Financing 
of Industrial Research, edited by 
Albert H. Rubenstein. New York: 


King’s Crown Press, Columbia 
University, 1955, xviii + 429 
pages. 


This volume reports the proceedings of 
the fifth annual Conference on Industrial Re- 
search, June 1954, with selected papers from 
the fourth conference, June 1953. It is the 


fourth volume in a series reporting the pro- 


* Unless otherwise noted, Book Notes were 


pared by T. D. Ellsworth 
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ceedings of the annual Conference on Indus- 


trial Engineering at Columbia University. 
The subjects of the previous conferences 
were: (1) cost, budgeting, and economics of 


industrial research; (2) selection, training, 
and use of personnel in industrial research; 
and (3) research operations in industry. 
This volume reports papers on twenty- 
eight aspects of industrial research proposed 
by outstanding men in the field, as well as 
relevant and abridged material from sixteen 
clinic discussion sessions. Among the topics 
covered are: (1) the research revolution, (2) 
management of industrial research, (3) size 
of the research budget, (4) internal control 
of research operations, (5) research project 
evaluation, and (6) introduction to computer 
technology. 
Combined, the establish the fact 
that the researcher can no longer operate as 
an isolated unit as he has done so frequently 


reports 


in the past. He must understand that “Re- 
search is the means whereby we learn how 
to use our resources—human as well as ma- 


terial—in the pursuit of the goals of our 
society.” 
Retail executives interested in making 


effective use of research in their operation 
should find the material presented in this 
volume rich in ideas. 


/:ducators Guide to ree Slide films, by 
Mary F. Horkheimer and John W. 
Diffor, eighth edition. Randolph, 
Wisconsin: Educators Progress 
Service, 1956, vi+I1&88 pages. 
$5.00. 


The eighth annual edition of this guide to 
free slide films and free slides lists 631 titles, 
including 38 sets of slides. This year’s issue 
is completely revised. Among special features 
are: (1) 31 of the free slide films listed may 
be secured and retained permanently by the 
90 of the titles are new in this 
edition, (3) 11 of the 38 sets of slides listed 
ind (4) 14 of the 94 sources in this 


school, (2) 


are new, < 


section are new this year 
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BOOK 


How Many Dollars for Advertising?, 
by Albert Wesley Frey. New 
York: The Ronald Press Com- 
pany, 1955. ix + 169 and index. 
$4.50. 


While this book by Professor Frey of the 
Amos Tuck School of Business Administra- 
tion at Dartmouth is directed more spe- 
cifically toward the manufacturing firm, it 
can also be read very profitably by the re- 
tailer. Pointing out that many firms have no 
planned advertising due to the failure of top 
management to recognize its importance, he 
describes the more common methods cur- 
rently being used by some firms to appro- 
priate advertising funds, such as percentage 
of sale, fixed sum per unit, etc. After spell- 
ing out the advantages and limitations - of 
these methods, Mr. Frey explains the mar- 
keting-program approach which he recom- 
mends since it coordinates all of the firm's 
selling activities and allows the firm to move 
toward its goals and objectives in an orderly 
fashion. 

Charles E. Marshall 


How Power Selling Brought Me Suc- 
cess in Six Hours, by Pierce b. 
Brooks. Englewood Cliffs, New 
Jersey: Prentice-Hall, Inc., 1956, 
200 pages. 


This book is far more than an amazing 
personal success story. It is packed with 
stories that fully demonstrate how business- 
men who had been marking time used Pierce 
Brooks’ methods to capitalize on their experi- 
ence and know-how in their drive to the top. 
There are many positive examples of sales- 
men who have used power selling to start 
selling at peak production month after month. 

In this book of guidance and organization 
of abilities, you get straight-from-life tips in 
place of the pet theories of swivel-chair ex- 
perts—real situations, plus the down-to-earth 
techniques for mastering them. 

Stanford L. Johnson 


Marketing Research Pays Off, edited 
by Henrv Brenner. Pleasantville, 
Fall 1956 
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New York: Printers’ Ink Books, 
1955, xi + 372 pages. $6.00. 


Forty case histories of profitable consumer 
and industrial research are reported. Each 
case shows how a company solved a problem 
through the use of one or more marketing 
research techniques. The reader will find 
these reports of actual research projects in- 
structive reading and rich in ideas for the 
constructive use of this marketing tool. 

Henry Brenner is president of the Home 
Testing Institute, Inc. 


Modern Advertising, by larry Walker 
Hepner. New York: McGraw-Hill 
Book Company, Inc., 1956. x + 
740 pages. $6.75. 


Mr. Hepner has done an excellent revision 
of his earlier work, Effective Advertising. 
The present volume differs considerably from 
the former in size, format, organization, and 
content. The author’s new treatment of the 
subject matter points up the necessity of a 
more thorough integration of the marketing 
and advertising function to make each more 
productive in the distributive process. Recog- 
nizing an increasing interest in motivation 
research, he has devoted an entire chapter to 
the newest developments in that field, and at 
the same time has included several other 
topics such as retail and industrial advertis- 
ing, which had not been covered previously. 
The book has gained much from these 
changes and consequently is much more ef- 
fective as a text and useful as a reference 
book. 

Charles E. Marshall 


New Approaches to Industrial Human 
Relations, Personnel Series #157. 
New York: American Manage- 
ment Association, 1954, 32 pages. 
$1.00 to members, $1.25 to non- 
members. 


This is another monograph in the A.M.A. 
personnel series. Five authors discuss differ- 
ent aspects of management. Wallace Ben- 
nett, United States Senator from Utah, dis- 
cusses “Resolving Conflicting Interests in 
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Industrial Human Relations.” Robert Burns 
explains attitude surveys; Edmond Bradfield 
writes on a phase of wage and salary admin- 
istration; Eugene Jennings states the case 
for forced leadership training; E. L. Krejci 
discusses management and human relations. 
All of the articles will be valuable and in- 
teresting to personnel executives, as well as 

to top management. 
Paul E. Smith 


Personal Influence, by Elihu Katz and 
Paul F. Lazarsfeld. Glencoe, [lli- 
nois: The Free Press, 1955, xx 


+ 400 pages. $6.00. 


This report of a study of the part played 
by people in the field of mass communica- 
tions points out and describes the people who 
influence others and analyzes their relation- 
ship with those they influence. Generally, the 
opinion leaders are very much like the people 
they influence. For instance, they share the 
same rung of the socioeconomic ladder. How- 
ever, each group of opinion leaders usually 
has distinguishing characteristics. Market- 
ing leaders are concentrated among middle- 
aged married women with large families. On 
the other hand, fashion leaders tend to be 
quite young and gregarious. 

Retailers, in particular, should find this re- 
port of the role of people in mass communica- 
tions worth-while reading. 

Elihu Katz is Assistant Professor of So- 
ciology at the University of Chicago. Paul 
Lazarsfeld is Professor of Sociology at Co- 


lumbia University. 


Psychology of Industrial Behavior, by 
Henry Clay Smith. New York: 
McGraw-Hill Book Company, 
Inc., 1955, xv + 477 pages. $6.00. 


This book is designed to facilitate an un- 
derstanding of human behavior in industrial 
situations. It reflects the modern trend in in- 
dustrial psychology, which is away from the 
field of employee testing and selection and 
toward the problems of work motivation in 
the broader group and social problems of in- 
dustry. Among the questions considered 


are: (1) how are men motivated to work 
in ways that are satisfying and productive, 
(2) how can their job satisfaction and per- 
sonal adjustment be improved, (3) how can 
industrial teams develop better supervisors 
and build more productive organizations, (4) 
how can companies improve management- 
union relations 

Henry Clay Smith is Associate Professor 
of Psychology at Michigan State University. 


Publications of The Conference Board. 
New York: National Industrial 
Conference Board, Inc., 1954. 
(An Educational Catalog. ) 


This is a brief, annotated subject bibliog- 
raphy. Publications are indexed under such 
detailed headings as “Business Economics,” 
“Cost of Living,” “Defense and War Condi- 
tions,” “Individual and Collective Security,” 
“Corporate Finance,” “Public Relations,” 
“Research and Development.” The catalogue 
was prompted by inquiries from educators, 
who use the board’s publications as text and 
supplementary reference material. 


Retail Trading in Britain, 1850-1950, 
by James b. Jeffreys. Cambridge, 
England: Cambridge University 
Press, 1954, xvii + 499 pages. 
$9.50. 


The description and analysis of trends in 
the structure, organization, and technique of 
the distributive trades in the United King- 
dom in the past hundred years, emphasizing 
the growth of large-scale retailing, the Co- 
operative Societies, department stores, and 
multiple drug retailers—and changes in the 
character of consumer demand and shopping 
habits and in retailing techniques. It pre- 
sents estimates of the number of multiple 
shop handlers in existence in the United 
Kingdom in different years between 1875 and 
1950 and of the shares of the different eco- 
nomic types of retailer in the total retail 
trade of the country and in the retail trade of 
individual commodities between 1900 and 
1950. It also provides an analysis of the 
factors influencing the different rates of 
growth of each type of retailer 
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This book is complementary to the earlier 
study—The Distribution of Consumer Goods 
—which examined the cost and method of 
distribution in one year. Like its predecessor, 
it is recommended reading for everyone in- 
terested in bettering the science of retailing. 


Statistics: 14 New Approach, by W. 
Allen Wallis and = Harry V. 
Roberts. Glencoe, Illinois: The 
Free Press, 1956, xxviii+646 
pages. $6.00. 


The authors define statistics as “a body of 
methods for making wise decisions in the face 
of uncertainty.” They then proceed to explain 
statistical methods in language that the aver- 
age layman should find easy to understand. 
Among the more advanced subjects covered 
are: central limit theorem, confidence inter- 
vals, decision theory and operating statistics 
curves. Many of the chapters include a “Do 
It Yourself” section that provides the learner 
with opportunities to practice the application 
of the text matter to problem solving. 

W. Allen Wallis is Professor of Statistics 
and Economics, University of Chicago, and 
Harry V. Roberts, is Associate Professor of 
Statistics, University of Chicago. 


Techniques of Retail Merchandising, 
by John W. Wingate and Elmer 
©. Schaller, second edition. New 
York: Prentice-Hall, Inc., 1950. 
$6.50. 


In this revision of the only professional 
work in its field, the authors have made sev- 
eral improvements in the areas that deal with 
collecting, analyzing, and planning merchan- 
dising figures. The approach is scientific 
rather than descriptive; the aim is to instruct 
the reader in analyzing sales and stocks as a 
basis for making merchandising decisions. 
Care has been taken to make the material 
applicable to any size or type of retail enter- 
prise. Great emphasis has been placed on the 
fundamental relationships among the several 
factors of profit. Exceptionally clear meth- 
ods of presentation make this book suitable 
for both classroom and individual study. 

Gordon B. Cross 
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The Natural House, by Frank Lloyd 
Wright. New York: Horizon 
Press, 1954, 223 pages. $6.50. 


Here is the story of how the world famous 
“Usonian” houses have evolved from original 
conception to final execution. It is a step-by- 
step description of how the “Usonian Auto- 
matic’ house is built—a simplified method of 
construction so devised that the average lay- 
man can employ it with great economy and 
beauty. Special photographs and drawings of 
the method and materials supplemented by 
the author’s description, assist materially in 
understanding how to construct one of these 
remarkable houses. 

The “Usonian Automatic” is the fulfill- 
ment of Mr. Wright’s credo, “I believe a 
house is more a home by being a work of 
art.” It offers mankind an avenue of escape 
from the cubicles in which he presently 
incarcerates himself. 


The Organisation of Commercial 
Functions in European Depart- 
ment Stores, by David Carson. 
Pittsburgh: University of Pitts- 
burgh Press, 1954, iii+42 pages. 
$1.00. 


This monograph is based on an investiga- 
tion of department stores in Europe. The 
study was made by the author under a grant 
to the University of Pittsburgh by E. Hans 
Mabler, executive head of the Globe Depart- 
ment Stores of Switzerland. It traces the 
parallel development of department stores 
first in Europe and then in the United States, 
and reviews a number of trade restrictions 
encountered by retailers in western and 
northern Europe. These regulations, most of 
which are unknown in this country, range 
from ordinances governing clearance and spe- 
cial sales to those requiring local chambers of 
commerce to examine the professional and 
financial qualifications of a would-be mer- 
chant before he is permitted to set up shop. 

Next, the organizational structure of five 
selected European department firms is de- 
scribed, with emphasis on the buying and 
selling functions. The selected firms range 
in size from a single department store in 
which top management directs all store func- 
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tions to a large group of such stores in which 
buyers for the parent organization are re- 
lieved of most selling and service functions. 
Finally, the factors are noted that depart- 
ment store management should consider in 
determining the degree to which buying and 
selling functions should be specialized. 
David Carson is Director of Research, 
School of Retailing, University of Pitts- 


burgh. 


The Staff Role in Management, by 
Robert C. Sampson. New York: 
Harper and Brothers, 1955, vii 
+ 226 pages. $4.00. 

The nature of staff work and how staff 
workers can make their greatest contribution 
to the daily activity of operating line depart- 
ments are analyzed and discussed, as are ways 
of better integrating staff and line activities. 
The author concludes that much of today’s 
confusion about staff work is inherent in the 
fact that neither staff nor line people have 
recognized the basic relationships among 
themselves. He suggests that staff workers 
are primarily counselors to line executives 
and need to adjust their thinking accordingly. 

Robert C. Sampson is associated with 
A. T. Kearney and Company, Management 
Consultants. 


How to Work with Other People’s 
Money 
(Continued from page 140) 


to the operations of giant companies 
that it’s “easy for them” because “they 
are working with other  people’s 


money.” What we have tried to show 


here is that every business, whether it 
be large or small, is working with other 
people’s money. 

We have also illustrated the approach 
which credit executives apply to the 
analysis of a business. Actually, they 
make what amounts to an audit of man- 
agement. This kind of audit will often 
point to the areas of strength, as well 
as those involving weaknesses, and this 
experience should be welcomed by any 
business management since it desires 
to establish absolute confidence in its 

ration, 

What does this mean to vou as a 
businessman? Simply this: it dictates 
two basic commandments in running 
vour business. 

First is the need to understand the 
role of credit in your own business. Put 
bluntly, this means that every day of 
your business life you have to work 
with the fact that the only way in which 
your business can report a satisfactory 
rate of profit is through the proper use 
of credit. [every businessman is con- 
scious all the time that in the matter of 
taxes the government is his partner. We 
say that in the matter of operating a 
business successfully your creditors are 
your partners. 

Second, business management must 
plan for credit and utilize credit on a 
planned basis and steadily keep in 
view its responsibility toward its credit 


position. 
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The Pursuit of Profits 
(Continued from page 122) 


slightly. The outery that dollar mar- 
gins have not risen is simply not true. 


A Problem of Dollar Costs 

So the retailer is not asking directly 
for more dollars of margin; he is ask- 
ing first for a higher percentage of 
margin. But the costs of doing busi- 
ness, which trouble the retailers so 
greatly, are tangible costs. They are 
measured in dollars. Payrolls and other 
expenses must be met by payments in 
dollars, not in percentage points. Wher- 
ever an equal or greater number of 
units of merchandise have been sold, 
the dollar margins have increased with 
prices, unless the percentages of mar- 
gins have been drastically cut. So the 
answer to the outcries seems to lie in 
the ability of the merchant to find more 
economical selling methods. 

Despite these cries for help, it is re- 
freshing to note that the really success- 
ful retailers continue to move forward 
with increasing vigor. The grocery re- 
tailers, the mail-order chains, the ap- 
parel chains, the discount houses, and 
the more enlightened of the depart- 
ment-store groups are finding ways of 
meeting the so-called “margin squeeze.” 
When it becomes necessary to buy for 
less, they institute long-range programs 
for lowering merchandise costs. When 
customer resistance forces them to sell 
for less, they find more efficient mass- 
selling methods. 

It is to this tvpe of action that the 
retailer must look for the answer to his 
problems of shrinking margins. Profits 
will result only from positive action 


um 1 js savaton Fis ie one 
ognizes the nevitabiitv ot mar- 


gin shrinkage per unit of merchandise. 
No help can be expected as a result of 
issuing statements that things should 
be better or that they should be as they 
used to be. In a free economy, there 
is no one to answer the appeals of in- 
efficient entrepreneurs. 


Risks Inherent in Freedom 

The sanctions and privileges which 
are extended to business enterprises by 
a free society do not guarantee that 
these enterprises will succeed. Busi- 
nessmen are given the right to do busi- 
ness in our system of open competition. 
Distributors of merchandise are given 
the right to compete with other mer- 
chants in the contest for efficient distri- 
bution. In carrying on his activities, 
the merchant is given the right to try 
to make a profit. He is given no right 
to any profit unless he earns it. 

The society in which we live gives 
man the right to live while he can and 
to be free if he does not injure others. 
It also grants him the right to pursue 
happiness. Happiness itself is not 
guaranteed. .\. man might proclaim 
loudly that everyone ought to be happy, 
but in so doing he would not be point- 
ing the way to universal happiness. 

The same society gives retailers the 
right to exist while they can and to 
compete freely if they do not injure 
others. No amount of wishful thinking 
will bring about a guarantee that these 
retailers will make profits. Profit will 
only result from positive action which 
tends to make the retailer more effi- 
cient. Merchants cannot claim the right 
to a specific amount or a fixed per- 
centage of profit. It is enough that 
they live in a society that guarantees 
them the right to the pursuit of profit. 


~ 
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Economic Characieristics of Retail Trade 


(Continued from page 120) 


employee appear to be more signifi- 
cantly affected by the kind of business 
than by the size of the store. 

These tendencies are not new. The 
economies of large volume are not 
‘asily obtained in retailing, particularly 
in selling activities. Nor do these com- 
panies benefit from the use of large 
aggregations of capital in the form of 
tool power and machines. Professor 
McNair noted a number of years ago 
that, “In distributive business, the 
power of capital and the power of or- 
ganization have not been aided by the 
power of the machine, except in a most 
limited degree. And so the output per 
capita in the form of retail sales volume 
is little 1f any greater for large com- 
panies than for small ones’ [italics 
added]."! This conclusion is still true. 


Summary and Conclusion 


Retail stores generally are relatively 
small in size and volume. Fewer than 
1 per cent of the stores have more than 
25 employees. The volume of sales per 
store does not vary significantly as 
chains grow in size. Firms with from 
4 to 100 stores averaged between 
$186,149 and $253,139 in sales per 
store in 1948. Even the largest multi- 

1 Malcolm P. McNair, ‘Fair Trade Legislation 
and the Retailer,” The Journal of Marketing, April 
1938, p. 298. 


unit companies (101 or more stores) 
averaged only $364,326 in sales per 
store. These are more meaningful and 
more significant data in terms of the 
economics of retailing than data that 
show a high concentration of sales in 
a relatively small number of firms. 
While volume is now higher than in 
1948, there is no reason to believe that 
these relationships have altered sig- 
nificantly. The volume of sales per em- 
ployee was not significantly different in 
large and in small stores. In fact, the 
largest stores tended to have smaller 
average sales per employee because 
they undertook additional functions 
such as warehousing and deliveries. 
This tendency is not unique in the 
United States. It is also true in Great 
sritain. 

Sales provide the ultimate source of 
income out of which all costs must be 
paid. Of course, the proportion of the 
total sales dollar available to meet 
wage and other costs, after paying the 
cost of goods sold, varies among retail 
lines and among stores within a given 
line. Nevertheless, these data suggest 
that there is no major difference be- 
tween stores with large and small em- 
ployment in the ability to assume sig- 
nificantly higher costs. This appears 
to be true, despite the differences in 
number of employees, in the number 
of stores in a firm, and in volume. 
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BRANCH-STORE ORGANIZATION l 


Trends in Branch-Store Organiza- 
tion 

(Continued from page 128) 
the individual needs of their customers 
by central buying. There are many 
chain-store organizations that do cen- 
tral buying of relatively expensive and 
fashion merchandise, among them Best 
& Company, Bonwit Teller, Franklin 
Simon, and Saks Fifth Avenue. 

3. 4 Compromise Between _ the 
Chain-Store Organization and _ the 
Present Department-Store Organiza- 
tion Structure. Under this setup, the 
downtown buyer continues with his 
present floor duties. He retains all 
responsibility for the downtown de- 
partment as well as for the suburban 
stores. A portion of the branch-store 
buying is delegated to an associate 
buyer. In addition, the associate buyer 
has complete jurisdiction over allot- 
ment and distribution of branch-store 
merchandise. He spends a large share 
of his time in branch stores and keeps 
the downtown buyer informed. He 
also takes buying trips and buys spe- 
cifically for the branch stores, if he so 
desires. However, he reports to the 
buyer in all of his activities. 


Conclusions 


Branch-store organization changes 
its complexion in each of the three 
plans. If the store is treated as a sepa- 
rate unit, the manager becomes a gen- 
eral manager with control over all func- 
tions. In the chain type of organization, 
the manager becomes an operating man 
with a minimum of merchandising 
duties. He does have responsibility for 
receiving, 


selling, sales promotion, 


stockkeeping, and all the other func- 


Fall 1956 


un 
wn 


tions performed in his store. The com- 
promise plan also treats the branch 
store somewhat the same as a chain, 
the manager assuming more and more 
operating responsibilities. 

This discussion has emphasized the 
merchandising function. There are 
other activities performed that are of 
equal importance. However, distribu- 
tion is complicated and somewhat me- 
chanical and cannot be discussed within 
the limits of this study. The problem 
in personnel begins in the downtown 
store and is complicated by the de- 
velopment of branch stores. 

The key to the success of the whole 
branch-store movement lies in straight- 
ening out the organization structure. 
Until that is done, the other functions 
will never be performed adequately 
and department stores will still be try- 
ing to decide this question: “Am I an 
independent or a chain?” Unfortu- 
nately, the very name “chain” often cre- 
ates an antipathy among department- 
store executives, which may account 
for their reluctance to accept the in- 
evitable and get ready for it. 

The writer believes that eventually 
department stores with branch stores 
will adopt some form of chain-store or- 
ganization. They may experiment with 
having an associate buyer or merchan- 
dise manager for branch stores. Event- 
ually, however, they will be forced to 
remove the buyer from the downtown 
department. The job is just too much 
for the buyer there. Stores will soon 
have to face up to the fact that their 
old organization structure, not com- 
pletely satisfactory for a single store, 
is completely outmoded and inefficient 
from every standpoint when applied to 
a multiple unit company. 
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Co-ordination of Advertising with Display and Personal Selling 


(Continued from page 112) 


drawn in 1934. In order to make a 
comparison of these studies with the 
1956 results, the following data are 
presented in tabular form: 


Did Stores Display Advertised 
Merchandise in Street 


Windows? 
Year 
of 
Study Yes No 
ee eee 19% 81% 
|: eae ie re 18 82 
Serres ae 4 96 


Did Stores Display Advertised 
Merchandise near Its Point 
of Sale? 


Year 

Study Yes No 
i Se eee 42% 58% 
1 | ERROR ee ae 81 19 
[MOO Ss Skveeerians 92 8 


Did Salesperson Know that Mer- 
chandise was Advertised? 


Year 

Study Yes 

Pee Gs ch yee aeate ect 92% 8% 
Jc MEA RD BE a aerate 95 5 
ROOT Es were alneeiey 91 9 


During 22 years, the efforts to tie-in 


department store advertising with other 


store media have undergone two major 


changes. The first change that has oc- 
curred is in the use of street windows 
for displaying advertised merchandise. 
Perhaps it was more necessary in 1934 
to make greater use of street windows 
for displaying advertised goods, or 
perhaps today’s retailer finds it neces- 
sary to “shotgun” his efforts at the 
point of sale. 

The second change is the increase in 
the use of departmental displays for 
advertised merchandise. In 1934 less 
than half of the advertised items were 
displayed at the point of sale, whereas 
now it seems that a much greater em- 
phasis is placed on the arrangement of 
the goods in the department. 

The third factor for comparison 1n- 
dicates that the salesperson’s knowledge 
of the advertised merchandise has re- 
mained consistent throughout the years. 
It is commendable that 9 in 10 sales- 
people are informed of advertised 
goods, but is it commendable that there 
has been no greater degree of progress 
in this area within the span of 22 years ? 

In many instances in this study, 
there is a lack of tie-in of advertising, 
display, and personal selling. \While 
it may not be feasible to co-ordinate 
all store media for each advertisement, 
it seems desirable, however, that a store 
should co-ordinate as many of its sales 
efforts as possible for the potential 
cutomer to purchase wanted merchan- 
dise—especially if advertised. 
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